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A Symposium on Bond Values. 


THE JOURNAL presents below three papers by Messrs. Charles 
E. Sprague, Montgomery Rollins, and J. Watts Robinson on a 
disputed point in connection with computations of bond values. 
Professor Sprague attacks the general view that present bond 
values should be based in part on the assumption that the interest 
received is to be reinvested. Messrs. Rollins and Robinson 
defend this view, though by different arguments. The three 
papers constitute a highly instructive triangular debate. 

The editors of THE JouRNAL have no opinion to express as 
to the merits of the controversy. They feel, in fact, that it would 
be presumptuous to attempt to give a decision, considering that 
the three debaters are easily the most distinguished experts in 
this country in the mathematics of finance. It may be safely said, 
however, that the readers of THE JouRNAL will find all three 
papers meaty and interesting. 





A Fallacy in Bond Values. 


By Cuarces E. Spracue, Pu. D., C. P. A,, 
Author of “ The Accountancy of Investment,’ “ Extended Bond 
Tables,” and “ The Philosophy of Accounts.” 

The fallacy of which I am writing relates to the nature of the 
premium or discount which is paid on a security purchased at a 
price other than par. It is generally formulated as to premiums 
and I will therefore confine myself to the presentation of that side 
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of the case, premising that the converse reasoning applies to 
discounts. 

The view which I am criticizing as incorrect is the following: 

1. That it is “ presupposed that the holder of a bond will at 
the maturity of each one of the coupons, reinvest a sufficient por- 
tion of the money received and keep it so invested until the 
maturity of the bond, so that the face value of the bond, added 
to the accumulation of reinvested interest will at its maturity be 
exactly equivalent to the cost of the same.” 

The other view, which I consider more correct, is the 
following: 

2. That reinvestment is entirely outside of the problem, which 
is the division of the amount of each coupon into two portions, 
the second of which is not income at all, but repayment of 
principal, and may be reinvested or not. 

These two theories may be styled the “ reinvestment ” and the 
“ repayment ” plan. 

I contend that the reinvestment plan is purely fictitious; that 
no such creation of a sinking fund for the extinction of a 
premium is ever practiced or can be practiced, and that if it were 
put in practice, the holder of the bond would not be earning the 
rate on his investment which he has been led to believe he would 
earn. 
The fallacious assumption of the necessity of reinvestment has 
led logically to a further divergence. The two plans would give 
precisely the same result numerically, if we assumed that the rate 
of reinvestment was exactly that of the net income, which is the 
usual assumption. But it is claimed by the reinvestmentists and 
conceded by the repaymentists, there is no certainty that reinvest- 
ments will be made at that exact rate. Therefore some of the 
former school have contended that the rate of reinvestment ought 
to be irrespectiv of the income-rate, but should be assumed at 
some fair definite rate, say 4 per cent. 

This difficulty arises, according to my view, from the forced 
introduction of the reinvestment idea where it has no natural 
place. If you do not reinvest, the rate of possible reinvestment is 
immaterial. 

Reinvestment is the purchase of another security ; what we are 
discussing is how much is the percentage of yield of this security. 
It certainly is held during a time, but not necessarily all of it is 
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held during all that time. Suppose we had a lot of 5 per cent. 
bonds maturing as follows: 
$ 1,000 in I year 
1,000 in 2 years 
1,000 in 3 years 
10,000 in 4 years 
These $13,000 bonds are purchased at par, and I think both 
schools would decide unanimously that the true rate of income 
was exactly 5 per cent. But no provision has been made for 
reinvestment. Would not the same reasoning apply here and 
ought not a portion of each coupon to be reserved in this case 
also; since it is probable that reinvestment could only be made at 
a lower rate, say 4 per cent? Our friends would hardly claim 
this, but it seems to me a logical consequence of their position 
that the given income is to be earned on the entire initial amount 
up to maturity. 
In the above example the principal invested is not continu- 
ously $13,000, but is as follows: 


$13,000 for I year 

12,000 for I year 

11,000 for I year 

10,000 for I year 
And so likewise I claim that a two year 6 per cent. $1,000 
bond (semi-annual) bought at 101.881, to pay 5 per cent., does 
not demand that the entire $1,018.81 should earn at the rate of 5 
per cent. for the full time, for the investment is not all for the 

full time; it varies as follows: 


$1,018.81 for 6 months 

1,014.28 for 6 months 

1,009.64 for 6 months 

and 1,004.88 for 6 months 
In each semi-annual coupon of $30 there is exactly enough to 
pay 2% per cent. on the investment at the beginning of the half 
year and besides to pay off a part of the investment itself, the 
repayments being $4.53, $4.64, $4.76, and $4.88. It is a fact that 
the holder has actually had $25.47, $25,36, $25.24, and $25.12, as 
income for the several half years, and the previously-named sums 
in reduction of his principal. And how he has reinvested it ot 
what has become of it has nothing to do with the case. If he hag 
put it all into mining stocks and lost it, that does not wipe ouf 
the fact that he did receive 5 per cent. interest for every day ha 
held the investment. It came out just as he expected; not 5 pa 
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cent. on the $1,018.81, which after six months was non-existent, 
but 5 per cent. on the successive amounts of his investment; 5 
per cent. on what he did have, nothing on what he did not have. 
Or looking at it another way; if you had a promissory note for 
$30, due in two years, which you had bought for $27.18, would 
you not be getting 5 per cent. compounded semi-annually on 
your $27.18? for 27.18 & 1.025 X 1.025 X 1.025 X 1.025 = 30. 
You admit that, do you? Mind, there is no reinvesting in this; 
you get $27.18 plus interest and it is settled. Now, suppose you 
discount another note of $30, under the same conditions but 
payable in 1% years, investing $27.86 and receiving 27.86 xX 
1.025 X 1.025 X 1.025 = 30. Here your money has again 
earned 5 per cent. of itself, for the whole time. Take another 
note of $30, payable in one year, and its present worth is $28.55; 
and one of $30 at six months worth $29.27. Finally buy a larger 
note of $1,000, two years to run; this will cost you $905.95. 
Now what is a coupon bond at 6 per cent. for two years but 
five promissory notes printed on a single sheet of paper; four 
notes of $30, and one large one of $1,000. The proper prices at 
which to buy these so as to receive 5 per cent. compound interest 
are $ 27.18 
- 27.86 
28.55 
29.27 
905.95 
$1,018.81 
The total $1,018.81 is exactly the value of the bond as we have 
quoted it above; each promise has been fulfilled in cash with 
interest, and each account closed. 
Why lug in reinvestment ? 


Principles Upon Which Tables of Bond Values Are Based. 


By MontTGOoMERY ROLLINS, 
Author of “ Money and Investments,” etc. 

The editors of this magazine have requested the writer to 
present his views as to the somewhat complex theory upon which 
tables of bond values are based, and have called his attention to a 
fact, already well known to him, that different financiers or 
accountants hold antagonistic views upon such subjects. 

In an article which the writer contributed to the September 
number of The Annals of the American Academy of Political and 





4 














Symposium on Bond Values. 


Social Science, Philadelphia, appears the statement that many are 
at a loss in their understanding of the theory upon which such 
tables are computed, by their not comprehending the fundamental 
principles upon which they are based, which presupposes that the 
holder of a bond will, at the maturity of each one of the coupons, 
reinvest a sufficient portion of the money received, and keep it so 
invested until the maturity of the bond, so that the face value of 
the bond, added to the accumulation of reinvested interest, will, 
at its maturity, be exactly equivalent to the original cost of the 
same. In a nutshell, that is part of the point in controversy, but 
even those who conceive that this theory is correct, still further 
have divergent views, one class believing that the portion of the 
coupon money so invested shall be compounded at an interest 
rate which is equal to the investment rate of the bond; not the 
rate of interest which the bond bears, but the “net return,” so 
called. The other class believes it an absurdity to suppose that 
such a reinvestment plan can be followed, but that some definite 
fixed rate of interest—say from 3 to 4 per cent.—shall be selected, 
regardless of the net return which the original purchase price of 
the investment provides. It must be perfectly clear that it is safer 
to anticipate the future investment rates of money, set well within 
the limits of safety—say not exceeding 4 per cent.—than at such 
varying rates, sometimes high and sometimes low, which, at 
times, would be the equivalent of the net return of the money 
invested. 

Practically all the tables in use are based upon the first plan. 
Even those who controvert the whole reinvestment theory, and 
who have themselves computed tables, follow the plan of compu- 
tation based on the reinvestment at the earning rate. It has been 
the custom to buy and sell bonds upon such tables for so long a 
time that the memory of man hardly runneth to the contrary. 
The writer’s own tables are so planned; yet he is free to concede 
that tables based upon the reinvestment at an average earning 
rate of 3 to 4 per cent. is much fairer to all parties. But such 
tables are not likely to find a broad market, owing to the fact that 
the others have become standard, the same as a yardstick or a 
pound weight. 

With the foregoing principles in mind, it will be easy to 
approach the objections raised that the reinvestment plan is 
wrong in its entire; that a creation of a sinking fund, which is 
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what this reinvestment plan amounts to, is neither actually prac- 
ticed, nor ever can be; or that, if it were, the earning rate would 
not be what the investor is led to believe. 

Let us see now. In the article in The Annals, to which ref- 
erence has already been made, it is stated that the principle pre- 
supposes the holder of a bond, at the maturity of each one of the 
coupons, will reinvest a sufficient portion of the money received, 
and keep it so invested, until the maturity of the bond. In actual 
practice, if he does that, and does it promptly, and as he should 
do, the face value of the bond, added to the accumulation of the 
reinvested interest, will, at its maturity, be exactly equivalent to 
the original cost of the same. That is so easily proved, that it 
seems almost an absurdity to controvert it. 


The ordinary tables of bond values show that a bond having 
twenty years to run, bearing 5 per cent. interest, nets the investor 
4 per cent. at price of 113.68; that is, $1,136.80, for a $1,000 
bond, plus the accrued interest, if any. This latter we will con- 
sider as a negligible quantity, as we are now dealing with the 
premium only. The investor is led to believe that he will receive 
4 per cent. upon the purchase price of $1,136.80. As a matter of 
fact, he receives $25.00 each six months, or $50.00 yearly. At 
the maturity of the bond, he will receive, besides the last interest 
payment, only the principal sum of $1,000. There must be some 
manner, therefore, of accounting for the $136.80 premium paid 
at the time of purchase. It is the sinking fund, already referred 
to, which provides this. To carry the illustration further, the 
investor must reckon 4 per cent. upon the total cost price of 
$1,136.80, which would amount to 22.74 for each six months’ 
period. The semi-annual coupon being $25.00, there is left, there- 
fore, a sum of $2.26, which, if immediately invested upon the day 
the money is due, will, at the maturity of the bond, added to the 
principal sum, together with other amounts similarly deposited 
twice yearly, equal the original purchase price. 

In the twenty years which the bond has to run there will be 
thirty-nine times $2.26 deposited, which will have drawn interest, 
and one like sum taken at the maturity of the bond, which will 
have no time to draw interest. Forty times $2.26, however, will 
be the sum set aside, making a total of $90.40, which is $46.40 
less than the actual amount sought. This amount is provided for 
by the interest—compound—upon the sums set aside. 
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It is not necessary here to show that these sums at compound 
interest will yield that amount. No “ controvertist” will deny 
that. Why, then, should they claim that it cannot be done; that 
is, that no such sinking fund ever can be put into practice? 
Perhaps it never is put in practice, but there must be some theory 
upon which bond values tables are computed, and, right or wrong, 
or in want of a better, that is the theory in use, and all tables 
agree, except where the disagreement arises from different 
reinvestment rates. 

In practice, the holder of a coupon due, say, July Ist, would 
probably not receive his money, in most cases, on that date, and 
then, again, it might be, and probably would be, difficult to get 
it drawing interest promptly upon July Ist, if even so received. 
But there must be some average rate that money can be so rein- 
vested, even allowing for the delays referred to. That is another 
reason why, perhaps, the reinvestment plan upon a lower average 
rate of interest is the more correct. But the theory remains 
unchanged. 

Let us further illustrate with the foregoing example: 

When the bond is first purchased, it has exactly twenty years 
to run. The quotation from The Annals presupposes that it will 
be held until maturity, that the holder may get his net return of 
4 percent. That, however, does not prevent the holder from sell- 
ing the bond and still realizing his net rate, provided he sells it 
upon the same relative basis upon which he purchased it. In this 
case, let us suppose that he holds it exactly five years, at which 
time there remains fifteen years to maturity. Having purchased 
it on a 4 per cent. basis, which is $1,136.80, he now sells it upon 
the same basis, which, for fifteen years, is $1,112.00, an apparent 
loss of $24.80. Now, if the “ controvertists ” are right, that the 
holder of a bond will not earn what he has been led to expect, 
then there is some loss here to be explained. We will make this 
as simple as possible. The original purchaser, when the bond had 
twenty years to run, at the end of his first six months’ period, 
received a coupon of $25.00. He immediately went down to his 
savings bank, which paid 4 per cent. interest, and upon which 
interest was allowed him the moment the money was deposited, 
and he deposited the money the day the coupon was due. His 
$2.26 began earning interest at once at 4 per cent. Each six 
months he betook himself to his savings bank and went through a 
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like process. This process he kept up for five years, until he sold 
the bond. But he was face to face -with the fact that he only 
obtained $112.00 premium, and that he had paid a greater sum. 
Where was this money needful to take care of his apparent loss? 
He suddenly bethinks himself of this savings bank, and, having 
some knowledge of the theory of bond values, reasons that the 
sums which he has deposited there have been compounded and 
that, unless the bond values table had deceived him, there must 
be in the bank $24.80 awaiting him. In, perhaps, a skeptical 
frame of mind, having read some of the articles of the “con- 
trovertists,” he goes down, presents his book, and demands the 
full amount there on deposit. Lo and behold! he is presented 
with exactly $24.80. So, therefore, he finds that he has received 
4 per cent. upon the original purchase price of the bond—namely, 
$1,136.80—for the full time he has held it. He sells it upon the 
same relative basis upon which he purchased it, and the sinking 
fund which the “ controvertists ” claim never is and never can be 
practiced, does take care of shrinkage in premium. 

Bear in mind all the time that the writer of this article is not 
himself an exponent of the reinvestment plan at the’earning rate, 
but that some rate—say 3 per cent.—should be selected, upon 
which there can be no question of carrying out this plan. 

One word more. The “ controvertists ” claim that, in actual 
practice, this sinking fund plan is never carried into effect. 
Again the writer claims that that does not change- the theory. 
But, whether or no, advanced students in finance and political 
economists will make this reply: that even if the sinking fund 
plan is not put into actual practice, it does not change the funda- 
mental principle that money has a value, and that, therefore, 
even if the sums are not set aside each six months and invested, 
it does not change the principle that the money must have been 
used for permanent improvements, living expenses, or what not. 
If one did not possess the money for such purposes he might 
have to borrow it and pay at greater or lesser rate of interest for 
its use. Therefore, money has a value, the same as coal, pig 
iron or any other commodity, and it is the money value which is 
taken into consideration. 

It may possibly be an opportunity to bring in a point here, 
not always clear, but, perhaps, somewhat foreign to this dis- 
cussion, that the holder of this bond, cited above, selling at the 
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end of five years for $1,112.00, made neither a gain nor a loss, but 
received his 4 per cent. just as expected. Suppose, however, he 
wished to find out whether he had sold at a profit, or at a loss, 
he would simply have to find the same relative basis as the pur- 
chase price, taking the time that the bond has to run into con- 
sideration, which in this case is $1,136.80, and compare that with 
the price received. If greater than $1,112.00, he has made a 
profit ; if less, he has made a loss. 


About Bond Values. 


By J. Watts Rosinson, U. S. M. A., 
Author of the Robinsonian Series of interest and other 
books of reference. 

The article in this number of THE JouRNAL oF ACCOUNTANCY 
headed “A Fallacy in Bond Values ” is generally, but not always, 
correct in its statements—although always so in its results. 

The reader can refer to the first three paragraphs in that 
article and also to the paragraph numbered 2. 

Following those paragraphs there is a statement that “the 
plan of using a sinking fund in which to reinvest a portion of the 
interest periodically received from the bond, for the purpose of 
wiping out the premium at maturity—which he calls the ‘ rein- 
vestment plan ’—is purely fictitious; that no such creation of a 
sinking fund for the extinction of a premium is ever practiced or 
can be practiced, and that if it were put in practice, the holder of 
the bond would not be earning the rate on his investment which 
he has been led to believe he would earn.” 

On the contrary, I believe that the author of the article here 
commented upon practically, if not consciously, uses the plan 
himself, although not in the ordinary sinking fund manner of 
depositing the same amounts each time he makes a deposit. 

Now, I contend that if any one is liable for an amount due at 
some future time, and wishes to decrease that liability by a cer- 
tain sum, say $5, it may be done in two ways—either by placing 
in a sinking fund, at the agreed rate, a sum which is equivalent to 
the present worth of the $5—or, it may be accomplished by dis- 
counting (that is, by deducting) now, from the amount of that 
liability, the present worth of the $5 by which sum it is wished to 
diminish the future liability. And I contend that the issuer of a 
bond is liable, not only for the income promised, or implied, but 
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also for the amount which the holder paid for the bond. He pays 
up these two liabilities by furnishing to the holder, periodically, 
the interest that the bond promises, and by paying him $1,000 at 
maturity. 

To illustrate practically what I mean, I will use one of the 
examples used in the article referred to. And it is not necessary 
to use more than one example—for the principle and operation 
are the same in all cases. 

I buy a two-year $1,000 6 per cent. bond, as a 5 per cent. 
investment. The proper book value when bought is $1,018.81, 
which is, practically, owed me by the issuer of the bond; and this 
debt is to be liquidated by paying to me $30 at the end of each 
six months and $1,000 at the maturity of the bond. At the 
maturity, my debtor (the issuer) must, in some way, have paid 
me back the premium; as he will then have only the $1,000, which 
the bond will call for. 

I receive at the end of each half year $30, the semi-annual 
interest which the bond pays. The interest on my investment of 
$1,018.81 for six months at the investment rate is 25.47; and, of 
course, that is my income for the six months, which I can spend 
as I please. The other 4.53, equal to 30.00 — 25.47, must, in some 
way, be devoted to helping pay off the premium. It may be 
used in either of two ways: 

By investing it in an ordinary sinking fund whose rate is the 
same as the investing rate—or it may be deducted from my 
original investment, thus reducing my investment to that extent— 
the issuer of the bond thus, practically, paying me back 4.53 of 
my investment, and making my investment at the end of the first 
six months $1,014.28. My income the next six months will be 
2% per cent. on 1,014.28, that is 25.36, and the sum to be 
deducted from 1,014.28 will be 30.00 — 25.36, equal to 4.64, leav- 
ing my investment and the issuer’s liability at end of twelve 
months, 1,009.64, and so on. To find the sums I have remaining 
invested at the ends of the next two half-years respectively, the 
amount which should be successively deducted from the next 
previous amount found as my investment at those periods, being 
4.76 and 4.88 respectively. Thus 1,009.64 — 4.76 equals 1,004.88 ; 
and 1,004.88 — 4.88 equals 1,000.00, which the issuer of the bond 
will then pay me, the bond having matured. There is no necessity 
of going through all this formula; but, in this case, simply to 
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deduct 4.53 from the original investment, and then to successively 
deduct what 4.53 compounded one, two, or three times will amount 
to, thus: 1,018.81 — 4.53 equals 1,014.28; this, less 4.64, equals 
1,009.64; this, less 4.76, equals 1,004.88; and this, less 4.88, 
equals 1,000.00. 

The income from any bond for the first half year equals six 
months’ interest on the original investment; and for each suc- 
ceeding half year is found by finding the interest on the amount 
invested at the first of that half year. By this plan I have been 
practically paid back my premium by varying instalments, 
amounting in each case to what the first instalment would amount 
to if interest were compounded on it up to the time it is used. 

The results thus obtained are exactly those stated in the article 
commented upon, whether arrived at by this plan or not. 

Now for the “ reinvestment ” plan. 

It assumes that the holder of a bond to maturity is liable, at 
maturity, for the premium he paid and, in order that he may be 
able to pay it up then, allows him to collect interest on his whole 
investment for the whole time for this purpose—and it enables 
him to do so. 

Let us take the same example as we took in the other case. 
I am not trying to prove that a suitable sinking fund for taking 
care of the premium could be found—for, as this is purely a 
theoretical matter, it is immaterial whether such a sinking fund 
could be found or not. I am only trying to show that if we could 
find it, everything would be properly provided for, and in order 
to prove this exactly, it is necessary, as I will do, to use several 
decimal places. 

I will bunch the whole matter and show (as my “ Bond and 
Investment Tables” or my “ Building-Loan Interest Tables,” 
either, enables me to do) that the instalment for such a sinking 
fund (whose rate is the same as that of our investment), as indi- 
cated by deducting the income for the first six months from the 
interest paid by the bond for that period, is (viz., 30.00 — 
25.47025) equal to 4.52975. This sum is to be placed at interest 
(always at the earning, or investment, rate, is understood) at the 
end of each half year, for four half years. Now, $1.00 so placed 
will amount to 4.15252; hence, 4.52975 will amount to 4.52975 
times 4.15252, equal to 18.809867—which shows that the holder 
has wiped out the premium—that he has received an income, 
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equivalent, at least, to what he was led to believe he would 
receive—and he can go home and be happy. 

It is true that he will not have received an income of exactly 
25.47 each six months on the principal which he had invested each 
of those six months. But, if he has spent exactly 25.47 each six 
months, he will, at maturity, be in exactly the same condition as if 
he had actually spent each half-year the income that he actually 
earned on the sums he had invested at the first of each period. 
Hence, practically, this is simply a matter of tweedle-dum and 
tweedle-dee, not only in the case of one who holds a bond to 
maturity, but in every case, no matter how long the bond is held 
by the same party. Each holder of a bond for a part of the time, 
will, if he pay the proper price (the bond value book price) for it 
at the time of buying, and sell it for the proper price at the time of 
selling, get his equivalent income; but, in each case, he must find 
what his instalments to be placed in the sinking fund are to be. 
This will be done, as in case of the holder to maturity—taking 
what he paid for the bond as his investment, and finding therefrom 
what sum he must invest in a sinking fund. 

The exact sums that would, in this case, have to be invested 
in a sinking fund which is to wipe out the premium at maturity— 
supposing the bond to be bought when it had four half years to 
run, would be .240818 & 18.81 = 4.5208 (see sinking fund 
table 8 in the “ Robinsonian Bond and Investment Tables ” or in 
the “ Robinsonian Building-Loan Interest Tables”). | 

There are many other phases of bond values, some of them 
touched upon in the article I am commenting upon—but I have 
not the time at present to comment upon them. 
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Dock Capital, Expenditure, Receipts and 
Management. 


By Lee Gatioway, Pu.p. 


PART II. 


An examination of the dock systems of the various ports 
discloses a variety of control not found, perhaps, in any other 
one enterprise in the world. Even in any one country no general 
classification would include all the forms of dock control without 
exception. Historically, ports and waterways have been so closely 
connected with problems of the national defense that all govern- 
ments have deemed it necessary to keep a certain amount of 
control over them. The docks, however, were early differentiated 
from the rest of the port, and have developed under numerous 
forms. 

In Great Britain the most prominent type of control is that 
of the “ Public Trust.” Because of the prominence and signal 
success under British conditions of this non-profit corporation 
type of control, the Liverpool management will be described at 
some length. 

In 1857 the Mersey Dock and Harbor Board took over the 
management of the Port of Liverpool, and the port started on its 
career with a capital of £7,600,000. Since then the board has 
been authorized by various acts of Parliament to borrow about 
£25,000,000 on the security of the dock tonnage rates on ships 
and dues on goods. The amount actually borrowed is nearly 
£20,000,000. The business policy of the board is to charge simply 
those rates whereby their financial position may be maintained; 
as a consequence, beginning with 1880, dues on goods and ships 
were reduced £112,000 per annum; in 1884 dues on goods, prin- 
cipally cotton, rice, iron, and steel were reduced £29,000 per 
annum; in 1895 dues on merchandise, principally wheat, petro- 
leum and provisions were reduced £24,000 per annum; and in the 
same year dues on ships were lessened £29,000. In 1896 the 
last big reduction was made; that was on cotton, and amounted 
to £37,000 per year. 
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The board consists of twenty-eight members, of which twenty- 
four are “ elective ” members, and four are “ nominee ” members. 
The elective members must be British subjects, must reside within 
ten miles of the port, and pay dock dues of not less than £1o. 
The four nominee members are appointed by the Conservancy 
Commissioners of the River Mersey who are: the First Lord of 
the Admiralty, the President of the Board of Trade, and the 
Chancellor of the Duchy of Lancaster, for the time being. As 
the board is made up at present, the following interests are 
represented: the Steamship Owners’ Association, Shipowners’ 
Association, General Brokers’ Association; Cotton, Corn, Pro- 
visions, and Fruit Associations. The members of the board 
receive no remuneration for their services, and if a member 
comes into a place of profit under the board, or is concerned 
in the profits of any work done by order of the board, he ceases 
to be a member. 

A chairman is appointed from among the members for one 
year. The general work for the trust is carried on chiefly by 
standing committees, or, as occasion arises, by special committees. 
The office of every committee ends on the 19th of December in 
each year, and new ones are appointed at the first session of the 
board held on or after December 21. For the carrying on of the 
different branches of the work, the management is divided into 
departments, of which the engineer’s department is, perhaps, the 
largest, employing under its supervision at times 8,006 men. 

Another type of management in Great Britain is that exercised 
by the railway. This is of growing importance, and is in thorough 
harmony with the modern tendency toward more complete organ- 
ization of the means of transport. The progressive railway of 
to-day is bound to put forth every effort to gain full ownership of 
those harbor and dock works which constitute the termini of 
their lines. There is a growing interdependence between the 
railway and its port terminals, and the extent to which the rail- 
roads have pushed forward the acquisition of dock properties has 
been little noted. The very nature of the railway makes the 
acquisition of dock property by it a natural proceeding. Tied 
to its roadbed, confined to a limited territory, and similar in the 
nature of its capital and expenditures to that of the dock, it is 
natural that the railway should not hesitate to acquire this new 
property and responsibility, provided it offered a fair chance of 
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increasing its traffic and earnings. The importance of docks to 
railways is shown in a recent statement issued by the Bristol 
Channel Dockowners’ association. These are closely connected 
with the railways, and in this year there was a net registered 
tonnage upon which dues were paid of nearly 20,000,000 tons. 

There are two other types of dock control in Great Britain, 
i. e., the control by a company which makes this its chief busi- 
ness. London is the best example of this form. The other type 
is seen in the control exercised by the city corporation. This 
form is gradually dying out, and Bristol and Preston are the only 
cities of importance still retaining this method. Yet in the past 
nearly all of the larger ports in the Kingdom have passed through 
this form of public control. 

Upon the Continent the connection of the central governments 
with the harbor control has always been somewhat close. In 
France all harbor works are undertaken and executed by the 
government, which makes the necessary financial arrangements 
to that effect with the town and Chamber of Commerce. In 
Germany, although the Imperial Government has no control over 
the harbors, the State Government does have. Its aid is not 
given, however, except in cases of very extensive undertakings, 
such as the dredging of the outer harbor and channel. The facil- 
ities for carrying on the general port business is left to the 
enterprise and initiative of the local governments. 

In the United States the control of the ports presents many 
complex features, but, in general, the National Government 
limits itself to dredging the channel and harbor basin. The chief 
power resides in the individual states, subject to the constitu- 
tional provision regulating commerce. In the cases of most of 
the large ports, however, the states have given up the direct 
management to the port city. 

Through all these various forms of ownership and control, 
there appears one element common to all countries. This is the 
part that the public takes. Under the form of the “ Public 
Trust,” the public are indirectly represented through the great 
commercial interests with which they are directly concerned. In 
other forms of public control—the state and municipal types— 
the community is directly represented through its political man- 
agers. Even in the form of private control which the great rail- 
way systems are acquiring, there is exerted a larger element of 
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public influence than exists under the strictly private dock com- 
pany which is gradually disappearing. In fact, the economic 
forces that are directing the docks into the public form of man- 
agement are the same as those that are compelling the railway 
companies to acquire this terminal property. The explanation 
is found in the growing necessity for cutting expenses at every 
point possible upon the whole transportation route which lies 
between the producer and the consumer. The organization of the 
railway and ocean transportation has accomplished much, but 
competition is forcing a closer and still closer union between the 
two. The expenses which go with a scattered and unorganized 
port management stand as a neutralizing factor among the 
economies already effected by rail and steamship. In every port 
there are two chief outlays. The first is in the dock system, the 
second is in the harbor basin and channel approaches. Private 
dock companies have not, as a rule, felt able or inclined to under- 
take the heavy expenses connected with modern harbor improve- 
ment, and when this has been done by the public, the dock com- 
panies naturally hesitate to reconstruct their docks at great cost 
to provide for a trade in the indefinite future. The dock company 
may reckon that the port may and must support a trade of suffi- 
cient magnitude to pay profits upon a capital already invested, 
and would consequently be satisfied in limiting the capabilities of 
a port to a coasting or small steamer trade. But the port city 
and the hinterland have not taken this view of the matter. Their 
interests lie rather in the increase of the traffic, and this could 
only be done by meeting modern requirements, which means 
heavy expenditures. As a result, the dock has been forced under 
some kind of unified control with the harbor. In the larger ports 
this has taken the form of State, Municipal, and Public Trust; 
but in some of the secondary and smaller ports the benefits of a 
unified management and the support of sufficient capital have 
come by absorption into the railway system. In all cases the 
attempt has been to distribute the costs of the harbor and dock 
improvement among the various parts of the community inter- 
ested in the trade. The state and municipality have been able to 
do this through their taxing power; the trust as a non-profit cor- 
poration, through the applications of its surplus and the regulat- 
ing of its charges. The railway, on the other hand, reaches the 
same goal by distributing the losses incurred by the dock and har- 
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bor management over the whole railway system, and thus upon the 
whole district served by it. It is assumed that, when the income 
from the harbor business does not meet expenses incurred in the 
harbor, the railway company, by increasing the traffic carried 
as a result of this terminal property, can afford to meet a tem- 
porary total deficiency, since the acquirement of a valuable trade 
will more than pay for the trouble of getting it in the long run. 

Thus we see in the three forms the common tendency of the 
general public to increase its authority. The independent private 
dock company is disappearing, or, in other words, the aspect of 
the dock as an important instrument of National Economy is 
being everywhere emphasized instead of its importance from the 
point of view of Private Economy. The important inference to 
be drawn from this fact is that the efficiency of any form of con- 
trol is being tested by its ability to meet the national needs of 
commerce. 

Public control by the State offers uniformity of administra- 
tion and the aid of great capital and credit. But the test of this 
form of control rests upon its owner to concentrate this support. 
France and Germany present two different results under this type 
of control. In France with its sixty-nine harbors there has been 
such strong rivalry for the state support that the central govern- 
ment has been unable to concentrate the nation’s efforts suffi- 
ciently to make any one port representative of the country. In 
Germany, on the other hand, Hamburg is a result of a govern- 
mental policy which is capable of being focused upon one or two 
ports. But that this policy has been successful in Germany under 
the peculiar political relations which the State of Hamburg holds 
to the Empire, and the physical location in regard to the indus- 
trial centers, is no guarantee that it would succeed under con- 
ditions which would involve the competition of the ports of 
Amsterdam, Rotterdam, and Antwerp under one government. 
Any transportation policy which would divert trade from the 
Rhine and the Scheldt would be bitterly opposed. In fact, the 
relation of Hamburg to her Hinterland would be very different, 
and the advantage that Germany gets to-day from having one 
port developed on a gigantic scale over a country with numerous 
ports suitable only for small vessels would have to be gained, 
probably, under a very different policy. 

The second form of public control is that provided by the 


17 














The Journal of Accountancy. 


Municipality. The advantage put forward under this method is 
the impartial treatment of the interests of the port city, the 
lessened interest costs on capital through a pledging of the local 
taxes, and a broad and comprehensive policy of administration. 
But unless the city like the state can succeed in bringing the in- 
dustries, the real estate owners, and others into effective codpera- 
tion, the port must lag for want of proper support. To such an 
extent has this been true in Great Britain, that the municipal form 
has nearly disappeared. To meet the conditions peculiar to Great 
Britain, the quasi-public corporation in the form of the “ Trust” 
has been necessarily devised. The “ Trust” has been applied to 
the larger ports with great success. It brings to the ownership 
of the harbor and docks efficient management and a capital and 
credit strength sufficient for economical financing operations. In 
these respects the ownership of harbors and docks by railways 
does not differ from the Public Trust. But in the important 
feature of the general public’s interest and convenience, the Trust 
shows a representative character not found in the railway man- 
agement. Yet the Trust is not wholly free from the influence of 
large special interests which are represented upon their boards. 
As a rule, the shipping companies are the predominating in- 
fluence, and since the dock and harbor are primarily concerned 
with the shipping, this is not strange. Yet there would be much 
gained, not only by the port, but more especially by the industrial 
community tributary to it, if the railway company had-a larger 
share and more influential voice in the management of ports con- 
trolled by a trust. Beside the strong personal interest that the 
shipowners have in the superior efficiency of their port, the rail- 
way companies are practically well fitted to be efficient and suc- 
cessful dock managers. They are in a position to know the work- 
ings of their own system and those of their rivals. They are 
familiar with the traffic situation throughout the width and 
breadth of the land. They know the physical condition of the 
country, the location of railway properties, the position of the 
various industrial and manufacturing centers. They are in- 
formed as to the business prospects of every section. Such 
knowledge admirably fits a railway company to advise open dock 
management and to provide conveniences for goods which are 
shipped through the docks. 

Of course, in those ports controlled solely by the railway 
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company all this experience and much more of advantage is 
brought. And when a port, which has been in the hands of a col- 
lection of local tradesmen or merchants with narrow and limited 
views of commercial and constructional improvements, is com- 
pared with other ports, or perhaps with the same port after a 
railway company has taken them over, one is inclined to favor 
the railway management. Yet is there a wholesome fear of put- 
ting the ports into the hands of the railway systems, which at best 
will manage its properties from the point of view of the money 
profits to the shareholder. The public, so far, has felt that its 
chief protection from the effects of monopoly has rested in the 
keeping of the terminal facilities free from the control of any one 
special interest centered there. Let one great steamship line con- 
trol a port’s dock system, and all of its rivals will soon cease to 
visit that port. Put the complete management into the hands of 
the shipowners in general,‘ without some way to maintain the 
rights of the small owner, and the latter will soon be forced out 
of the port under the cloak of “ providing accommodation accord- 
ing to its trade importance.” Permit one railway system to 
monopolize the advantages of the terminal privileges and all com- 
petition by rail, by canal, and by coasting vessels will disappear. 
Allow any special interest, even so broadly characterized as the 
term “ shippers ” may imply, to have sole control and the burdens 
will surely be shifted to the shipowner and other unrepresented 
lines of business. And while the “ shippers’” advantage would 
lie in having the port open to the forces of competition among the 
lines of traffic, nevertheless the tendency will be always to tax 
the ship instead of the goods, to say nothing of the internal diffi- 
culties that would arise in the equitable assignment of “ accom- 
modation ” among the various shippers. Give the city corpora- 
tion itself the sole administration of the port and it will be found 
that this does not free the management from the influence of 
special interests, and those, too, which are inimical to the busi- 
ness of the city as a port; and if on the other hand the controlling 
majority be those interested in low dues and rates upon goods and 
shipping the deficits arising from the management will be thrown 
upon the payers of taxes in the city. 

To reduce these grave faults in the management the adminis- 
tration should be intrusted to as broad a representation of the in- 
terests centered at the port as possible. In this respect, Liverpool! 
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has come closest to the ideal method. Yet even here, while the 
import interests are well represented, the export businesses ‘have 
no voice. This could be supplied in a large measure by admitting 
the railway companies to a participation in the port and dock 
affairs. The consumer would be especially represented, though 
indirectly. How this is so is at first perhaps not evident, but if 
the attempts of the home producers to force the railways to favor 
home products in preference to the imports in the matter of rates 
be considered, and how the “ import rates ” offered by the railway 
companies have to a degree (from the consumers’ point of view) 
made the bad effects of a protective tariff less noticeable, perhaps 
no more need be said to show that the railway companies’ inter- 
ests lie at the service of the consumer. An added word of ex- 
planation may make this perfectly clear. The effect of a pro- 
tective tariff is not necessarily limited to duties levied by the 
national government. High dock dues upon goods and vessels 
have the same effect. In fact, the dock dues might be so arranged 
as to nullify the force of “the most favored nation clause” in a 
foreign country’s commercial treaty. Every rise of dues, there- 
fore, whether for national or private purposes must be met by the 
railway companies in the protected country by lowered rates upon 
their lines if they would induce the foreign trade to come to its 
rails. As a rule the producers not located at the port would be 
represented likewise by the railway management. Goods that are 
meant for export have their prices generally fixed in the world’s 
markets. The price of wheat fixed in the Liverpool market is 
perhaps the best example. Here again, if the railway company 
is to induce these products to move to a foreign market, they must 
carry them at rates low enough to allow the goods to compete in 
that market. Dock dues and charges are frequently so high that 
they exceed the profits made by the manufacturer and the carrier 
combined. According to the report of the New York Commerce 
Commission (1902), the cargo for export has often to be 
lightered from New Jersey to Brooklyn at a cost of 60 cents per 
ton. Here it is warehoused and afterwards lightered again at a 
similar cost to the steamer’s berth at the New York piers. It is 
estimated that this cost of lighterage—the charges incurred in the 
transfer of cargo from the rails to the ship—is equal in the case 
of flour to the profits of the farmer, the miller, the shipper, and 
the retailer. Every additional expense which tends to keep the 
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export product from competing in the foreign market, and hence 
keeping it from moving is a direct loss to the railway. Low car- 
riage rates are often the result. Of course, the port city which 
‘looks upon such differentials in favor of export goods as a dis- 
crimination in favor of the hinterland would hardly feel that they 
were represented in the port management by the railways; but 
such local producers and consumers could easily be provided for 
through their municipal and trade organizations. But they 
should not be given the controlling voice in the port administra- 
tion. A port is not a local perquisite by means of whose 
monopoly the fortunate city may squeeze its taxes for local muni- 
cipal affairs, or the lucky producer situated on the dock quays 
may thrive regardless of the great country behind it which fur- 
nishes the body of the nation and which may justly consider the 
port a part of that body and a necessary part through which it is 
fed. 

This conception of the national importance and character of 
the port and its facilities is in harmony with the growth of the 
idea regarding trade and industry in general. The former idea 
which thought of the local enterprise as the unit, and which in 
the harbor had this conception represented in the private owner- 
ship and management of its dock system, has changed or is 
changing to a broader conception of industry and trade, having 
for its unit the nation. The importance of having the manage- 
ment of the dock system in harmony with this changing concep- 
tion is difficult to be overestimated. Not all countries need to 
adopt the Liverpool method, especially in those lands where the 
port with all its adjuncts—the railways and the canals—are under 
the control of the state. Here the question turns rather upon the 
efficiency of management as compared with the “ Public Trust,” 
than upon the broader conception of the port’s relation to the 
country as a whole and to other industries in particular. 

The very enumeration of the technical difficulties which are 
involved in the bringing of a port up to date shows the extensive 
financial and business operations comprised in these harbor enter- 
prises. To manage any business of this extent would require a 
business talent of the highest order; but when the peculiar rela- 
tions of a port are considered, the question of management 
becomes doubly complex ; and since all betterments and progress 
depend upon the policy of its management, the character of the 
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controlling authority in the port becomes of chief importance. So 
great are the monopoly advantages offered in ownership of the 
port facilities that it is not safe to trust the sole authority to any 
one individual interest. Still to preserve the advantage which 
private interest brings to the administration, these undertakings 
should be well represented. Perhaps no scheme of control will 
ever be devised whereby all parties concerned in the port shall 
receive just that amount of consideration which each one believes 
himself entitled to, but equally certain is it that the public will be 
better served when a port is advancing with the needs of the 
nation’s trade and industrial development, than if it is held in 
check through private or municipal cupidity. To reduce the 
friction and the costs that prevail at the port terminals is one of 
the great problems confronting the world of transportation to-day 
and if it is to be settled soon it must be done by those whose in- 
terests lie not only in the port alone, but whose larger dealings 
with the producer and consumer compel a due consideration to 
be given to the development of the port and its docks. 
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CHAPTER XXI. 
Fipuctary ACCOUNTS. 

354. In the foregoing chapters, the accountancy was that of 
proprietorship, either sole or joint. The accounts were of two 
classes, constantly offsetting each other: accounts representing 
the proprietor in his relations with the outside world, and 
accounts representing things owned by him and persons in 
relation with him. 

355. There is another class of accounts in which this idea of 
proprietorship is nearly or entirely absent, and its place is taken 
by responsibility or accountability. It always arises from dele- 
gated authority, the affairs being placed under the control of 
some person as representativ of the actual owner whose object 
in keeping accounts is to prove that he has faithfully 
administered them. 

356. The one who administers affairs which are not his own is 
variously named according to the nature of his functions or the 
source of his appointment. The trustee conducts the affairs of a 
cestui-que-trust or beneficiary; the administrator, or (if appointed 
by will) the executor, manages the estate of the decedent, who is 
either intestate or a testator; the guardian has charge of the 
affairs of a ward; the committee in lunacy, of those of an incom- 
petent; the comptroller of a city, its financial affairs; a receiver is 
appointed for a bankrupt; an assignee for an insolvent; the 
treasurer of a society or hospital or college accounts for its prop- 
erty, and its revenue and disbursements; a private person may 
confide his affairs to an agent, attorney in fact, bailiff or steward. 
These terms are not uniformly used, there being many local 
variations. In all these cases the legal ownership is in the trustee, 
but the equitable ownership in those whom he represents. 

*Copyright, 1907, by Charles E. Sprague. 
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357- The essence of fiduciary accounting is the ascertaining 
to what extent the person holding these delegated powers has 
fulfilled his duties and to what extent he is still accountable. He 
is charged with all property coming under his control, and he is 
discharged by any lawful disposal of it for the good of the estate. 

358. An estate account shows the extent of the accountability 
with which he is burdened at any time and this is a credit account 
corresponding to the proprietary account in commercial book- 
keeping. It is not necessarily a measure of the wealth of the real 
proprietor but only of that which has come into the hands of the 
administrator of the trust and has not been duly disposed of. 

359. What would be assets of the proprietor are charges 
against the administrator; but he may sometimes incur liabilities 
for which the estate is holden and if he satisfies these, or those 
to which the estate was subject, he is entitled to discharge thereby. 

360. The functions of a fiduciary (by which term I describe 
generically any of the above representativs) may be considered 
under five heads: 

1. Liquidation, or the reduction to a distributable form of 
the assets, and payments of the liabilities. 

2. Collection of income. 

3. Distribution of principal or income, or both, to whom 
it may concern. 

4. Reinvestment. 

5. Business management. 

The executor or administrator is primarily a liquidator. His 
duty is to convert the assets into ¢ash, to extinguish the liabili- 
ties, and to distribute the estate, performing the first and third 
functions. Incidentally, he performs the second in the mean- 
time. With the fourth and fifth he is not ordinarily concerned. 
The testator, however, may have directed in his will that the 
estate be not all distributed forthwith, but certain property or 
certain sums are to be retained by a trustee who is frequently the 
same person as the executor. The trustee has as his duties the 
second and third functions, often the fourth. 

361. When the fifth function is predominant, the accounts are 
indistinguishable from those of proprietary concerns ; the struggle 
is for the attainment of wealth by the use of capital and the 
fiduciary departs from his proper functions as liquidator, col- 
lector, and distributor. The “ estate” then stands in the light of 
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the capitalist and the fiduciary idea is eclipst. But as we recede 
from this to the original idea of a trust, the point of view is 
changed and the equation becomes: 
What I am charged with = what I can show as discharged 
+ the net estate for which I am accountable. 

362. The transactions of a fiduciary are analogous to those 
of a proprietary concern, but lookt at inversely. The ego is not 
the estate, but the trustee. The two correlativ sets of accounts 
spoken of in Article 354 exist, but it is the debits of the trustee 
against the credits of the estate, instead of the debits of the out- 
siders against the credits of the proprietor. Yet if we take a 
transaction and analyze it after the manner of Chapter IV, we 
find that it falls into the same debits and credits whether the 
equation of proprietorship or that of accountability be followed. 
An increase of assets or an increast charge by reason of these 
assets are one and the same things as recorded. It is not neces- 
sary therefore to burden the mind with any new rules for the 
record of transactions. 

363. In strictly fiduciary accounting the economic accounts 
are minimized and there is no economic summary, as that is a 
creature of business management. There is usually, for legal 
reasons, a very severe division between the principal of the estate 
and its income, and the latter is not thrown periodically into the 
former, but held in a separate credit balance, there being in this 
event two accounts: 

“ The Estate of , Principal.” 
“The Estate of , Income.” 

364. Instead of a balance sheet, the fiduciary presents a report 
or accounting to the authority which conferred his powers upon 
him and this is by the custom of the courts composed in the form 
of “the trustee in account with the estate’ and not the converse, 
the fiduciary stating first the sums with which he is chargeable 
and then what he claims in the way of discharge. Excellent 
models of such statements of account are given in Hardcastle on 
The Accounts of Executors, etc., and more recently by John R. 
Loomis in THE JOURNAL OF ACCOUNTANCY, January, 1907. 

365. A fact which will strike the commercial bookkeeper upon 
examining an executor’s account is that the inventory with which 
it begins is an inventory of assets only, no reference being made 
to indebtedness even if shown on the books of the decedent, and 
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no deduction being made for them. Debts only appear thru their 
payment. 

366. The account may be best made up from the estate account 
by reversal; that is, the fiduciary charges himself for amounts 
credited the estate and vice versa; this being preferable to making 
up the statement from the other accounts because mere permu- 
tations would have to be eliminated. The accounts should be kept 
with constant reference to the statement to he made to the court; 
and it is very desirable that each schedule should be represented 
by an account in the books of the fiduciary; the name of the 
schedule may form part of its title; as for example: 


SCHEDULE A. 
INCREASE ON APPRAISED VALUE. 

Any asset being sold at an increast price, and the account rep- 
resenting it having been credited by cash received, the excess 
would be charged to the asset-account and credited (not directly 
to the estate but) to Schedule A account. At the time of 
accounting Schedule A would be closed into estate account in one 
sum. 

3607. It may be useful to illustrate the transformation of an 
estate account into an accounting by an executor, who substi- 
tutes charges against himself for credits to the estate and vice 
versa. It is supposed that accounts have been opened as follows: 


. Estate of D. C. Dent. 
. Inventory. 
. Sehedule A; increase on appraised value. 
. Schedule B; assets not in inventory. 
Schedule C; income. 
. Schedule D; decrease on appraised value. 
. Schedule E; funeral charges and testamentary expenses. 
. Schedule F; debts and claims. 
. Schedule G; payments to widow. ’ 

10. Schedule H; expenses of administration. 

11. Cash. 

The accounts begin with the one entry: 
Inventory/Estate. 

As the cash balance is included in the inventory, and as it is 
necessary to record the process of liquidation the cash balance 
must be transferred to a separate account: 

Cash/Inventory. 
The two accounts “ cash” and “ inventory ” represent the execu- 


tor and all the others represent the estate. 
26 


10 ON AUP WD 














The Philosophy of Accounts. 


368. The executor then performs the following functions, and 
records them by the respectiv formulas: 


Realization of assets in inventory: 
CasH/INVENToRY. 
When such assets bring more than the inventoried value: 
INVENTORY/SCHEDULE A. 
When such assets bring less than the inventoried value: 
ScHEDULE D/INVENToRY. 
Realization of assets not in inventory: 
CasH/SCHEDULE B. 
Collection of Income: 
CasH/ScCHEDULE C. 
Necessary payments: 
ScHEDULE E, F, G, or H/Casu. 


369. At the time of balancing, all the other accounts are closed 
into the estate account. It would be advisable to carry in the 
balances of Cash and Inventory in red ink, as they are the only 
balances which are to be carried forward to the next accounting. 


Figure 55. 
ESTATE OF D. C. DENT. 
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The arrangement of schedules is here precisely the same as 
that employed by Mr. Loomis in the paper cited in Art. 364. 
I have not constituted an account for Schedule J being “ items 
in inventory uncollected,” for the reason that I think these are 
better obtainable from the inventory account itself. 

The following would be the same account translated into the 
form of a surrogate’s account, following the summary given by 
Mr. Loomis: 


SUMMARY 
I charge myself 
with amount of Inventory. ...............0005- $43,000 
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I credit myself 





with amount of schedule D.....................5. $ 600 
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By comparing this with Figure 55 it will be seen that the 
charges of the accounting are made up from the credit of the 
Estate account and the credits of the accounting from the debit 
side of the Estate account. 

370. It is not necessary to go as far into the details of 
fiduciary bookkeeping as we have with that of proprietary book- 
keeping, since most of the mechanism of the latter is applicable 
to the former, and those details are derivable from the excellent 
treatises of Hardcastle and Gottsberger. 

371. It may be remarkt that the accounts of a savings bank 
(of the Eastern or mutual type) while usually treated on the 
proprietary basis are strictly speaking fiduciary. The legal cor- 
poration is the board of trustees, yet they have no equitable inter- 
est in the assets; they merely administer a trust. The depositor 
is merely a creditor to the amount of his cash deposits and such 
interest or dividends as have been allotted him by the board; he 
has no legal title to the surplus, but has an equitable title, with 
his fellow depositors, to it. The surplus is a trust fund, for the 
benefit of the depositors at the time being, but not divisible 
except upon liquidation. 

372. The failure to distinguish between proprietary and 
fiduciary accounts has led to some errors; such as the creation of 
a fictitious intermediary “ The Business” referred to in Article 


133. 


[The original plan of this work contemplated that the twenty-one 
chapters which relate to AccouNTs IN GENERAL should constitute Part L., 
and should be followed by Part IL, on Accounts In PARTICULAR, in 
which should be taken up all the principal forms of account with various 
suggestions as to handling them. I found, however, that the task would 
reach encyclopedic proportions if I treated each type of account with the 
degree of thoroness which has been given to Cost Accounts by several 
authors, and to Investment Accounts in my work on “ The Accountancy of 
Investment.” I have therefore contented myself with an Appendix con- 
taining some monographs on a few very essential accounts.] 
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MONOGRAPH A. 
THe Caso Account. 

373. “Cash” taken as a concrete noun signifies in accounts 
that which is received and paid in settlement; the medium of 
liquidation. This is a somewhat imperfect definition of some- 
thing which varies in the extent of its meaning. Some would 
restrict the term to the meaning of “ money ” alone, but even then 
it is difficult to fix the limitations of money itself. Shall we con- 
fine it to full legal-tender specie, or shall we include bank notes 
and treasury notes, which are really certificates of indebtedness? 
We find that those who endeavor to narrow the field of cash 
down to that which can be handled are inconsistent in so doing. 
They will consider the check of another as cash altho it merely 
conveys the power to receive an amount from some bank, not 
even constituting an assignment of the amount; while on the 
other hand amounts due us by a bank which need no act to make 
them ours are excluded. The best usage, I think, recognizes as 
the subject of the cash account everything which can according 
to business custom, be used without question to extinguish lia- 
bilities or to acquire assets; in short, to carry out contracts. 
Whatever is acceptable on either side as the fulfilment of a con- 
tract calling for dollars (or pounds, francs, marks, etc.) is in a 
business sense “cash.” In its potentialities it is the most versatil 
of assets, for it is the only one which has at command every 
existent form whatever of property or service. 

374. The cash is usually separated into two parts; Cash on 
hand, and Cash on deposit. The former is sometimes called office 
cash and the latter subdivision is frequently styled: Balance in 
Bank, or (in England) Cash at the Banker’s. The latter phrase 
has been recently criticized by eminent British authority for fear 
lest it should be thought that it indicated the presence at the bank 
of sufficient coin or other tangible money specifically segregated 
and belonging to the account. But these fears are groundless; 
no one would make such a foolish mistake. 

375. In modern times, cash “on hand” or in physical posses- 
‘sion is overshadowed by bank-cash, so that the payment of cash 
calls up the idea of writing checks rather than that of counting 
out money. The latter process is used only for the very insignifi- 
cant dealings, and is sometimes designated as “ Petty Cash.” 

376. There is a sense in which the “ Petty Cash” account is 
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sometimes kept which I cannot help considering as improper and 
dangerous. It is when the money transferred to petty cash is 
considered as expended, as far as the regular books are con- 
cerned; petty cash becoming a sort of economic account, equiva- 
lent to “ minor expenses.” There is supposed to be a book in 
which the keeper of the petty cash records the expenditures, but 
as he calls for round sums whenever his appropriation is nearly 
exhausted there is nothing in the system which makes a verifica- 
tion of his record compulsory. A much better plan, the imprest 
system, will be explained hereafter. 

377. There is almost invariably a book called the Cash Book 
which contains in detail all the transactions affecting the cash, 
sometimes with other information. The relation of this book to 
the ledger is subject to the following variations: 

1. There is a cash account in the ledger, practically a sum- 
mary of the cash book in weekly or monthly aggregates derived 
either from the journal or from the totals of the cash book. 

2. The cash book is itself the cash account just as if it were a 
part of the ledger placed for convenience in a separate binding. 

378. The scope of the cash-book as to containing more or less 
branches of the cash gives rise to other variations. 

I. The balance of the cash-book may be considered as con- 
sisting of cash on hand, alone. All bank transactions are treated 
separately thru a bank account or accounts. 

A. Deposits are usually treated as received into the office- 
cash and then paid over to the bank, even when they consist of 
items which must eventually be deposited. 

B. Checks are treated in one of two ways. 

Br. They are entered on both sides, as if the money were 
drawn from the bank and then paid over; or 

B2. They may appear in the bank account only, debited to 
the payee and credited to the bank. 

II. The balance of the cash book may be considered as 
embracing both cash on hand and that on deposit. No distinction 
is made in the money-columns between sums paid by check and 
those paid from cash on hand; nor between receipts remaining 
on hand and those deposited in bank, altho such distinction may 
’ easily be indicated in the text. At each occasion of balancing the 
cash, however, the components must be separately stated: so 
much in bank, so much on hand, total so much. 
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III. By double columns on each side the cash on hand and 
that in bank are kept in the same book and yet distinct. Cross- 
entries affecting both columns represent transfers between the 
bank and the office. This would appear from the text-books to be 
the favorit method in Great Britain. 

IV. By the imprest system all transactions are forced ulti- 


_ mately to pass thru the bank. The imprest is a fixt sum, usually 


even amount, which is held in the office for the payment of 
petty purchases. There may be several imprests in the hands of 
various subordinates. When any payment is made from the 
imprest-cash, the bill, receipt or voucher is counted temporarily 
as cash on hand thus keeping the balance intact. If the imprest 
consists of $100, this may be $77 of it in payments made and 
receipted for and $23 in actual money. But from time to time 
the imprest must be replenished and always from the bank, a 
check being drawn for the entire $77 exactly and entered to the 
debit of the appropriate accounts; the check is casht and the 
proceeds placed in the imprest. By making all other payments 
by check and by depositing all cash received, without exception, 
the cash transactions are faithfully represented by the bank 
account, and the cash balance at any time is the bank-balance plus 
the fixt imprest. In this way the cash account is checkt from an 
independent source, the books of the bank. 

379. The bank account to which the cash account is now 
reduced is sometimes kept in the ledger, but the most detailed 
account is always contained in what is known as the “ stub” of 
the check-book. And there is no reason why, if this stub-account 
is carefully kept, it should not supersede the bank account 
altogether. 

380. Instead of a wide stub from which the checks are torn, 
an interleaved check book may be used, a leaf of checks between 
two pages which contain the account of checks and deposits. In 
keeping this account, the totals should be carried forward from 
page to page, not balanced at the foot of the page as is frequently 
done where the contents of the check-book are to be transcribed 
into a cash-book. 

381. The cash account is thus superseded by the check-book 
record, which would have to be kept anyhow, and the procedure 
is greatly simplified. The old way was to copy the contents of 
the check-book, together with the transactions of the office-cash 
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into a cash-book; then to journalize this cash-book, repeating all 
its contents; then to post from the journal to the ledger, which 
includes a cash account as the fourth version of the same history. 

382. Fiduciary accounts (Chapter XXI) lend themselves par- 
ticularly well to this plan of making the check-book into a com- 
plete cash book. Trust funds should always be kept separate 
from individual cash and the proper way is for the fiduciary to | 
open a bank account for and in the name of each trust which he 
may assume. His check-book, suitably kept, will serve as thé 
chief, or the only, book of account and posting medium. By the 
use of side posting (Article 271) he may minimize the labor of 
posting to a ledger or may dispense with it altogether if his 
accountability is solely for cash as, for example, the treasurership 
of a society; classification of receipts and expenditure being the 
only aim. 

“383. This plan of making the check-book the medium of all 
transactions will not, for various reasons, be always practicable. 
When there are several bank-accounts and several cashiers, it will 
often be simpler to unite their results in what may be called a 
complex cash-book. This may be in the columnar form and the 
columnization may be on either of two principles: the one divid- 
ing the receipts and payments according to the branch of the 
cash to which they relate, the other according to the contra 
accounts involved in the transactions: the accounts credited when 
cash is debited, and debited when cash is credited; credited “ by 
Cash ” and debited “ to Cash.” 

On the former plan, there will naturally be a pair of columns 
for each bank and a pair of columns for each cash-keeper and 
also a pair of columns for “the public.” These last columns 
record those transactions which increase or decrease the total 
cash balance, as distinguisht from those which are transfers 
between branches or receptacles. The public columns exactly 
correspond to the entries of Mode II. Each transaction must 
necessarily, in this plan, enter into two columns, possibly into 
more. If it is an interior transaction, a shifting between depart- 
ments there must be a receipt in one and a payment in another. 
If it is an actual receipt or payment, from or to the outside world, 
it must affect “the public” column and also some department. 

384. The arrangement of these columns may be somewhat as 
follows : 
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Fic. 55. 
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Or perhaps these headings would be preferable: 
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The “check list’ column is a convenience for summing up 
the items received and to be deposited. 

385. The second mode of columnization does not concern 
itself with the components of the cash, but with the consideration 
which caused it to change hands, the equivalents which were 
received and given; the wherefore, not the where. This is done 
for the purpose of forming totals which may be posted in mass, 
usually monthly, or, following the old conceptions, to make the 


— self-journalizing. 

386. Both kinds of cash-book may be kept concurrently in an 
extensiv business, where all cash transactions have their origin in 
tickets or vouchers. They will usually, then, be a daily cash- 
book of the first columnar plan and a monthly cash-book of the 
second, the former being balanced every day and the latter at the 
end of each month. 

387. The monthly, or journalized cash-book, as well as the 
simple form 2, admit of columnizing some values which are not 
receipts nor payments, but are concomitants of those transactions ; 
and thus the keeping of a special posting-medium is avoided. As 
an example of this, we may take the subject of cash discounts. 

388. Indebtedness for purchases is usually subject to a stipu- 
lation that the purchaser may settle at an earlier time than is 
required by the contract and in consideration of such prepayment 
shall be entitled to a discount stated in a percentage of the full, 
or gross, price. Thus it happens that many, or most, of the cash 
amounts paid or received in settlement of such indebtedness are 
less than the amount standing on the account as due; and that it 
cannot be determined until the payment is actually made whether 
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the discount-option will be utilized, or at what rate. In case of a 
debtor the settlement will be 


Cash 


tine /Customer. 


The discount is a concomitant of the cash-entry and it will 
evidently be an advantage if the entries can be made concurrently 
without having to repeat the particulars. For this purpose two 
additional columns are provided, one for the gross amount of the 
bill, one for the amount of the discount, and the third for the 
actual cash received. 








CUSTOMERS. 
| 
Gross | Discount Cash 
$2,934.62 $58.69 | $2,875.93 | 





The third column only is used for balancing the cash. The 
middle column in total is posted at the end of the month to the 
debit of Discount, an economic account, the aggregate of which 
at the balancing period should be carried to the debit of Sales, or 
of the Trading account. The first column is equal to the sum of 
the other two if the subtractions of the discount have been cor- 
rectly made and this test should always be applied. 

389. As to posting to the customer’s account the simplest way 
is post the gross amount without distinguishing between cash 
and discount. It might be thought best to state these separately, 
in order to leave a record of whether the customer pays promptly 
or foregoes discount; but if this is not sufficiently indicated by 
the date, a memorandum of the rate of discount may be inserted 
in the posting; as: 

Apl. 5 (—2%) $2,934.62 
which would be far more expressiv than 
Apl. 5 By Cash $2,934.62 

390. Another way of entering the discount without a con- 
comitant column is to represent that the entire amount has been 
received and the discount refunded. 


Received from Customer, $2,934.62 
Extended for Discount, $58.69 
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This follows the fact less closely than the method by concomi- 
tant column, and it does not agree with the bank pass-book, which 
will record only $2,875.93 as deposited. 

This latter, more fictitious method by two cash entries is often 
used for discounting bills receivable, but even there I think the 
concomitant method will frequently be found preferable. 

391. In Article 275 a device was explained by which the cash- 
book is made to perform the work of the journal by introducing 
two equal and opposit amounts. This would be objectionable in 
a check-book used as cash-book, for it would break up the corre- 
spondence between the account kept by the bank and that kept by 
the depositor. Nevertheless the shifting of debits and credits 
may be effected by drawing a check to your own order, and, 
instead of issuing it, depositing it to your own credit. For 
example, A is a customer who, besides buying of you, occasionally 
sells you some special article. As you prefer to keep your 
personal debtors and creditors separate, you have two accounts 
with A, one in each capacity. He owes you $270 on the one 
account and you owe him $30 on the other. He sends you the 
net amount $240, instead of sending $270 and waiting for you to 
return $30. To avoid a journal-entry transferring the $30 from 
one account to the other, you draw a check for the $30 not to his 
order but to your own, since he has already paid himself; this 
check you charge to him, but deposit it along with the $240, 
making up the $270 necessary to balance his account as a 
customer. 

392. The reduction of the cash book, the cash account and the 
bank account to the one form of the check book is a great simpli- 
fication, but it has been found that the check book itself may be 
simplified. What is known as the check register is beginning to 
supplant it. Instead of containing only three, or at most six 
checks to a page, thirty to fifty may be described on a page, pro- 
vided we utterly abandon the idea of a stub from which the check 
is torn and enter the descriptiv matter on a single line. The 
checks are made up in pads and are numbered in advance, as are 
also the lines of the register. The rule must be inflexible that 
the entry on the register shall be made first and the check filled 
out from it; in fact, this ought to be the rule when the stub is 
used, for a check might be issued without record. The vacant 
stub is somewhat more of a reminder than the numbered line, 
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the discount-option will be utilized, or at what rate. In case of a 
debtor the settlement will be 


Cash 


eines /Customer. 


The discount is a concomitant of the cash-entry and it will 
evidently be an advantage if the entries can be made concurrently 
without having to repeat the particulars. For this purpose two 
additional columns are provided, one for the gross amount of the 
bill, one for the amount of the discount, and the third for the 
actual cash received. 








CUSTOMERS. 
Gross | Discount Cash | 
| 
$2,934.62 | $58.69 | $2,875.93 





The third column only is used for balancing the cash. The 
middle column in total is posted at the end of the month to the 
debit of Discount, an economic account, the aggregate of which 
at the balancing period should be carried to the debit of Sales, or 
of the Trading account. The first column is equal to the sum of 
the other two if the subtractions of the discount have been cor- 
rectly made and this test should always be applied. 

389. As to posting to the customer’s account the simplest way 
is post the gross amount without distinguishing between cash 
and discount. It might be thought best to state these separately, 
in order to leave a record of whether the customer pays promptly 
or foregoes discount; but if this is not sufficiently indicated by 
the date, a memorandum of the rate of discount may b¢ inserted 
in the posting; as: 

Apl. 5 (—2%) $2,934.62 
which would be far more expressiv than 
Apl. 5 By Cash $2,934.62 

390. Another way of entering the discount without a con- 
comitant column is to represent that the entire amount has been 
received and the discount refunded. 


Received from Customer, $2,934.62 
Extended for Discount, $58.69 
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This follows the fact less closely than the method by concomi- 
tant column, and it does not agree with the bank pass-book, which 
will record only $2,875.93 as deposited. 

This latter, more fictitious method by two cash entries is often 
used for discounting bills receivable, but even there I think the 
concomitant method will frequently be found preferable. 

391. In Article 275 a device was explained by which the cash- 
book is made to perform the work of the journal by introducing 
two equal and opposit amounts. This would be objectionable in 
a check-book used as cash-book, for it would break up the corre- 
spondence between the account kept by the bank and that kept by 
the depositor. Nevertheless the shifting of debits and credits 
may be effected by drawing a check to your own order, and, 
instead of issuing it, depositing it to your own credit. For 
example, A is a customer who, besides buying of you, occasionally 
sells you some special article. As you prefer to keep your 
personal debtors and creditors separate, you have two accounts 
with A, one in each capacity. He owes you $270 on the one 
account and you owe him $30 on the other. He sends you the 
net amount $240, instead of sending $270 and waiting for you to 
return $30. To avoid a journal-entry transferring the $30 from 
one account to the other, you draw a check for the $30 not to his 
order but to your own, since he has already paid himself; this 
check you charge to him, but deposit it along with the $240, 
making up the $270 necessary to balance his account as a 
customer. 

392. The reduction of the cash book, the cash account and the 
bank account to the one form of the check book is a great simpli- 
fication, but it has been found that the check book itself may be 
simplified. What is known as the check register is beginning to 
supplant it. Instead of containing only three, or at most six 
checks to a page, thirty to fifty may be described on a page, pro- 
vided we utterly abandon the idea of a stub from which the check 
is torn and enter the descriptiv matter on a single line. The 
checks are made up in pads and are numbered in advance, as are 
also the lines of the register. The rule must be inflexible that 
the entry on the register shall be made first and the check filled 
out from it; in fact, this ought to be the rule when the stub is 
used, for a check might be issued without record. The vacant 
stub is somewhat more of a reminder than the numbered line, 
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yet it is thought better to forego this advantage rather than to 
lose so much time in adding up every four or five checks. 

This plan is mostly used by banks issuing drafts which are 
practically checks on other banks, and is then called a draft- 
register. Its introduction is facilitated by the fact that no contra 
account of deposits needs to be kept on the same page. 

Without the invention of blocks or pads of blanks, which keep 
the papers firmly in their proper order, this form of register 
would have been impracticable. 

393. I propose a new method of handling the cash transac- 
tions, or rather a recurrence to the original plan of a ledger 
account, with the aid of the following comparatively modern 
devices: pads of blanks; machine-numbering; cards or loose 
leaves for accounts; ticket posting, and perhaps carbon- 
duplication. 

Fic. 56. MEMORANDUM OF CHECK 

















Check No. 5697 on First National Bank 
$500. July 15, 1907 
Payable to William Jones 
Charge to do 
CHECK 
No. 5693 New York, July 125, 1907 


FIRST NATIONAL BANK 


Pay to the order of William Jones 





Five hundred Dollars 





$500. John Smith 
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There should be a memorandum-blank of the same size as the 
check and bearing the same number, on which should be entered 
all the data of the check necessary to make it a posting ticket. 
The tickets and the checks should alternate in the same pad, the 
ticket always above its check, so that it would be impossible to 
“ forget” to make the entry, and this plan would be at least as 
effectiv as the stub. 

394. The bank account would be kept as part of the ledger 
on its own card or its own leaves. The check memorandum 
would be posted to the credit of the account and likewise to the 
debit of some other account and then filed. 

395. This method is not always applicable, as there are cer- 
tain circumstances which seem to demand the existence of a 
check-book; but it seems to me to be very nearly the ultimatum 
of directness and simplicity. 

396. A modification, using carbon duplication, may be used 
when numerous checks are drawn in succession and the type- 
writer is used for filling them in. The checks will be on a long 
strip with perforations between (instead of being padded) and a 
similar strip will be behind it with the carbon between. This 
strip, taking the place of the memorandum tickets, gives a fac- 
simile of all the filling. It may or may not have printed matter 
so as to interpret its contents. 

This plan has been used with great success for pay-roll checks 
drawn on a bank which is used for this sole purpose and where a 
deposit is made of the exact total of each set of checks, which 
total is obtained by adding the carbon strip. In this case, the 
strips are not torn off and used as posting tickets, since no indi- 
vidual accounts need to be kept with the payee ; the total is posted 
in bulk to the Labor account. 

397. In whatever form the account of cash is kept, its veri- 
fication or “ balancing the cash” cannot be neglected. Cash on 
hand should invariably be verified daily, because the difficulty of 
tracing an error increases with the lapse of time. With cash on 
deposit, which is less liquid, the error is generally in calculation 
only, and a daily proof, tho not so necessary as in cash on hand, 
is still desirable. 

398. It is unnecessary, and generally undesirable, to break 
the columns of a cash account by the insertion and carrying for- 
ward of a balance. A memorandum in the margin, showing that 
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the difference between the two totals is exactly accounted for by 
the values found, is just as effectiv for this purpose and the 
totals themselves generally have a certain utility. 

399. The bank account as exhibited in the check-book should 
be made to tally with that rendered by the bank itself in the pass- 
book or the monthly statement. This is a most valuable cor- 
roboration as it is furnisht by a person outside of the concern. 
Hence in any suspected case of fraud, and even in any ordinary 
case, the accountant will seize upon the pass-book and check- 
book as among the most valuable bases for his examination. 

400. In case of audit, it has been claimed by some that the 
verification of the cash balance is no part of the duty of the 
auditor. From a practical standpoint, I should be disposed to 
question this dictum, and an actual instance may be adduced to 
the contrary. A trust company, as receiver of a hotel, employed 
a cashier and general bookkeeper, dishonest and afterwards a 
convict. The trust company retained a firm of public account- 
ants to make a monthly audit of the accounts, which they did, 
and passed them as correct. The actual cash balance, however, 
was very different from that shown in the books, which was 
fictitious. The cash on hand consisted, in addition to the real 
money needed, of a large amount of memorandums, worthless 
checks, etc. This would have made the balance on hand appear 
absurdly large, but the embezzler, to conceal this, overdrew the 
bank account constantly, but held back, unissued, checks to deal- 
ers in supplies, which had been regularly signed, and the amount 
charged to the dealer’s accounts. The cash balance of, 








Say, $10,000 
was composed of worthless paper $40,000 
less overdraft at bank 30,000 

$10,000 


The auditors paid no attention to this on the ground that it was 
not their duty to verify the cash balance. How they could 
neglect the balance of the check-book does not appear, for it was 
the posting medium for the dealers’ ledger. They contented 
themselves with the nominal net balance, without inquiring into 
its components; they do not appear to have even inquired why 
the bookkeeper did not fill out a printed form appearing at the 
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end of each month in the general cash-book which called for a 
detailed statement of the items composing the cash. It seems to 
me that an audit which does not probe the bank account is 
almost worthless. * 

401. In the verification of the bank balance, it seldom happens 
that the same result is shown in our account and in the account 
rendered by the bank. The cause of this is that, as in other 
accounts of indebtedness, there is an interval of time between 
the payment on the one hand and the receipt on the other, so that 
the transaction is for a time in transit, and necessarily appears 
under one date in one account and under another in the other. 
Where deposits are made by mail, this is often the case. Where 
checks are issued, they do not ordinarily reach the bank on the 
same day and frequently are “ outstanding” for many days. It 
is therefore necessary to make a reconciliation between the two 
balances and this should be made a permanent record, so as to 
facilitate the next following reconciliation. 


402. I would recommend that the balance of our account be 
first brought down and made the basis of the reconciliation, a 
total of the checks being inserted above the balance, as in Figure 
11. Next the deposit side is examined. This is composed of the 
previous balance which was adjusted and the deposits since 
made. If these are all in, the totals of the left-hand side should 
agree. Next, the checks actually canceled and returned should 
be compared with the list accompanying them, after which they 
should be reassorted by serial numbers into the order in which 
they were originally drawn. A list of the missing checks should 
then be made up. The total of this list should exactly equal the 
difference between the two aggregate of checks, as drawn and as 
paid. 

Having thus reconciled each side of the account, we are pre- 
pared to record the results. The general principle to be followed 
is that we must bring the balance on our books into conformity 
with the bank’s statement for a moment, so that in the next recon- 
ciliation, if there is no variance, one side will be identical. If the 
variance is caused by delay only, and not by actual error on either 
side, we restore our account to its original status. 


*I have no intention to assert, nor doI believe, that any such view is usual among 
American certified public accountants; but I am emphasizing the point that this is poor 
auditing. Possibly the contract for auditing expressly excluded verification of cash; in 
that case the Trust Company was to blame. 
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403. Suppose that there are 5 deposits and 5 checks, giving 
on our books the following result: 








Deposits Checks 

$633.34 No. 1 $200.00 
522.19 2 400.00 
300.00 3 199.73 

450.97 4 108.00 
250.00 5 320.14 

\ =e a = =——(ié‘it ww ww aes 

Balance.... 925.63 

$2,162.50 $2,162.50 

Balance...... $925.63 


If all the deposits have reacht the bank and all the checks 
have been paid, the figures $2,162.50, $1,236.87, and $925.63 will 
coincide and no adjustment will be necessary. But we will now 
suppose that checks No. 2 and No. 4 are outstanding; also that 
the last deposit, $250, had not yet been credited by the bank; 
therefore the balance as rendered by the bank is $1,183.63, the 
difference between $1,912.50 and $728.87. The checks outstand- 
ing are re-entered on both sides of our account; the deposit in 
transit is subtracted from the balance, which then agrees on the 
debit side with the bank statement; but the deposit, as it will 
reach the bank before the next reconciliation, is restored to its 
place. 








| 

Ce RE! 

DS Sis a5. 5-9 8 Kien 925.63 
$2,162 5° | $2,162.50 
= | 

0 eee $925.63 | 
+Checks outstanding... 508.00 | 
$1,433-63 | 
— Deposit in transit... . 250.00 | 
, eo omer 2 | 

Balance as per pass book $1,183.63 || No. 2... ............. $400.00 

Deposit in transit.. . Ss ey eee eres 108.00 








404. An audit involving checks outstanding can only be 
regarded as provisional and is not complete until those checks 
have been paid and their amounts re-examined. 

405. One of the most important points to be considered in 
the inauguration of a system of accounts is the method of 
handling the cash and its record in the cash account, whether kept 
in the ledger, in a cash-book, or in a check-book. 
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The Use of Charts in Accountancy. 


A Description of a New Method of Presenting the Salient 


Points of an Ascounting System. 
By Max TEICHMANN, C. P. A. 


The professional accountant or systematizer who is called 
upon to devise a proper and adequate system of accounting or 
costkeeping stands relatively in the same position as an architect 
preparing plans for a new structure. The system is the founda- 
tion upon which the accounting of a business, if not the business 
itself, is being built. If that foundation has not been carefully 
and properly laid, the result will not only be unsatisfactory and 
misleading, but injurious and, perhaps, disastrous. 

If well laid, with all of the necessary details and workings 
fully considered, but with the explanations and instructions 
either too vague or too lengthy, the result will invariably be the 
same. Errors of judgment or principle are possible, for one 
thing, and, for another, time is generally considered too valuable 
to spend on reading instruction sheets or text-books. Besides, 
misinterpretations of such instructions may be expected. As a 
result, there will be fluctuations shown in the different groups of 
cost, which in reality do not exist, and comparisons are rendered 
impossible or valueless without some analytical work. 

By the use of charts these difficulties will be met. There are 
other obvious and valid reasons why charts should prove pre- 
ferable to written instructions. With the chart before him the 
bookkeeper is better able to do correct and uniform accounting, 
because the chart serves him at once as an infallible guide, key, 
and index. A mere glance at the chart will give him all the 
information needed. The director or business manager, without 
having any knowledge either of accounting with its intricacies or 
of any particular system, can, by taking the chart as a guide, 
obtain any data or facts desired in the shortest possible time. He 
can make comparisons, detect excessive expenditures, leakages or 
waste, and in time will be able to apply proper remedies. The 
professional accountant can better explain, instruct and supervise 
with the assistance of charts, and, in case of an explanation or 
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The Use of Charts in Accountancy. 


audit, a chart in the hands of his representatives will furnish all 
the information and advice they need. To the student of account- 
ancy charts should prove invaluable as the easiest, shortest, and 
most comprehensive method of study of that particular subject. 

As no one system can be made to fit all businesses, charts must 
be prepared and arranged in accordance with the special require- 
ments in each case. The charts should show in a condensed, 
easily comprehensible form all of the accounts necessary, with 
ledger folios and other desired information, classified in their 
proper groups. Each group should contain an additional account, 
which acts as the clearing house of that particular group. Each 
group is in the form of a large dial, with a small dial in the center 
representing the result in that particular group, which at the end 
of a period is taken to where the arrow points. 

The application of this method is similar in all accounting, no 
matter whether government, municipal, bank, brokerage, railroad, 
manufacturing, or commercial. To illustrate, take C 169—Chart 
A. Group A contains all of those accounts which relate to pro- 
duction: the result of this group is the cost of production, which 
is then taken to Group E, or trading account. Group B contains 
the several sales accounts, the total sales to be taken to E. Group 
C contains all of those accounts which properly constitute the cost 
of selling, and whose result is also to be taken to E. Group D 
shows the cost of packing and shipping, also to be taken to E. 
After all of these items have been taken to Group E, the results 
are the trading profits, which are then transferred to Group H, or 
profit and loss. 

Group F shows all of the accounts pertaining to office, man- 
agement, and executive, the result of which is to go to Group H. 
Group G, reserve against bad and doubtful accounts receivable, 
completes those items properly belonging to Group H. The 
result of Group H is the net profits, which are to be taken to 
surplus (Group I), out of which surplus dividends (Group J) 
are declared. 
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History of the National Credit Men’s Association. 


By J. E. Hacerty, Pu. D., 
Professor of Economics in Ohio State University. 


The Credit Men’s Association can be traced to a Commercial 
Congress held at Chicago at the World’s Fair in 1893. One sec- 
tion of this Congress which was presided over by P. R. Earling 
of Chicago, was devoted to the subject of credits. The chief 
paper presented, entitled “The Value of Signed Statements,” 
was read by Mr. W. H. Preston of Sioux City, Iowa, who has 
since been prominently identified with both National and local 
Associations of Credit Men. But few took an interest in the 
Association and a committee was appointed to consider the ad- 
visability of organizing a National Association. On account of 
the crisis which followed, it was thought a very inopportune time 
to organize a National Association of Credit Men, and the matter 
was delayed. Finally in 1896, after several local organizations of 
Credit Men had been formed, arrangements were made for a 
National Association to meet in Toledo, Ohio. 

When the National Association was. formed in 1896 there 
were thirteen local associations in the following cities: Detroit, 
Cincinnati, Sioux City (Iowa), Portland (Oregon), St. Joseph 
(Missouri), St. Louis, Kansas City, Memphis, New Orleans, 
Louisville, Nashville, St. Paul and Minneapolis. Within three 
months after the National Association was organized, eighteen 
local associations were affiliated with it. 

Opposition to the National Association came from three 
sources. (1) Mercantile Agencies feared that it might constitute 
itself into a reporting agency which would displace them, or that 
it would demand from them better service than they could afford 
to give. (2) Attorneys feared that it would be to their disad- 
vantage in regulating fees, etc. (3) Retailers feared that it 
might be oppressive to them. 

The purpose of the National Association was well stated in 
Article II. of the Constitution: “ The object of the Organization 
shall be the organization of individual credit men and associ- 
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ations of credit men for the purpose of making more uniform the 
basis upon which credit rests; to demand a change of laws 
unfavorable to honest debtors; and the enactment of laws bene- 
ficial to commerce in the several States; to improve methods of 
diffusing information and of gathering data with respect to 
credits, to improve business customs; and to provide a fund for 
the protection of members against injustice and fraud.” 


The membership was divided into two classes: (1) the 
organized membership, to consist of credit men representing indi- 
viduals, firms or corporations, who may join through the medium 
of local associations; (2) the individual membership, to consist 
of credit men representing individuals, firms or corporations 
who may join the Association directly. The latter are from sec- 
tions of the country where no local association exists. In 
communities where there are local associations affiliated with the 
National Association, the members of the local association 
represent it in the National Association. The organized member- 
ship thus includes the membership of all the local associations 
affiliated with the National Organization. At the Toledo meeting 
in 1896 is was estimated that the volume of trade represented 
by those present amounted to $213,000,000. The growth of the 
Association is indicated from the following facts. The organ- 
ized membership in 1900 was 2,511, while the individual member- 
ship was 490, making a total of 3,001. This was an increase of 
465 over the membership of the previous year. On the first of 
June, 1904, the organized membership was 4,528, and the indi- 
vidual 799, making a total of 5,327.* On the first of June, 1905, 
the organized membership was 5,085 and the individual 976, 
making a total of 6,060, or an increase of 557 organized and 177 
of the individual membership over that of the preceding year. 
In June, 1906, there were 52 local associations which were 
affiliated with branches of the National Organization. Every 
section of the country is represented. 

The Association meets annually and the work is carried on 
chiefly by committees. 

The scope of the work is indicated by the names of the stand- 
ing committees: Membership Committee, Legislative Committee, 
Business Literature, Committee on Improvement of Mercantile 
Agency Service, Committee on Credit Department Methods, 


* Monthly Bulletin of the National Association of Credit Men, July, 1905, p. 24. 
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Committee on Credit Codperation, Committee on Investigation 
and Prosecution, and Committee on Fire Insurance. The last 
committee was organized recently. 

From the outset the National Association and the local asso- 
ciations undertook the same kind of work. The interchange of 
information in regard to credit, to make credit men more intelli- 
gent, and to improve legislation in the interest of credit men were 
the early objects sought. Gradually plans were devised to place 
the organization on a broader basis and new standing committees 
were organized. Some of the local associations saw that their 
effectiveness could be increased and enthusiasm for them would 
be promoted by their undertaking practical work such as the 
organization of bureaus for the exchange of credit information 
and adjustment bureaus. The National Association has come to 
see that it must be organized on a broader plan, and as a recent 
president of its organization has said, “it must stand for the 
general improvement of credit conditions, act as a cement force 
between the various local organizations, be devoted to the ethical 
phases of credit, and act as an educational center of economic 
problems.” * While its work and that of the local associations 
overlap somewhat at present, the tendency is for each local asso- 
ciation to undertake the decidedly practical work and to consider 
the problems of credit peculiar to its locality. The National 
Association is limiting itself more and more to the general prob- 
lems of credit and is supplementing and codrdinating the work 
of the local associations and is codperating with them on general 
problems such as those of legislation. There is yet a Committee 
of the National Association on Investigation and Prosecution, 
but its experience seems to demonstrate that this sort of work 
can be better conducted by local associations where they exist. 
Here as elsewhere the National Association finds its chief effi- 
ciency in securing the codperation of the various local bureaus 
rather than in undertaking this sort of work itself. 

The most effective committees have been those on Improve- 
ment of Mercantile Agency Service, Committee on Credit 
Department Methods, and the Legislative Committee. 


From the outset the credit men manifested a desire to 
codperate with the agencies in inducing merchants to make 
better reports. The National Association from the beginning 

*F. W. Standart, Monthly Bulletin of the Nat. Assn. of Credit Men. January,1905, p. 7. 
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considered as one of its chief topics the inadequacy of the agency 
reports, and at some of the earlier meetings representatives of 
the Dun and Bradstreet agencies were present to defend their 
methods. It was urged that signed statements should be secured 
from the merchant in all instances when possible, and if the latter 
refused and the information had to be secured otherwise, this 
fact ought to be so indicated in the report of the agency. It was 
claimed that agencies ought to have efficient reportorial staffs 
who were experts in dealing with business men and in reporting 
business conditions; that a search of records ought to be made 
in every instance, and that no indefinite reports should be given; 
that all ratings should be revised at least every six months, and 
that new information should be furnished promptly on request; 
that all statements should be carefully tabulated. It was urged 
that a large number of the reports were written by men in vari- 
ous communities, usually by lawyers, who relied largely on hear- 
say evidence, and that the reports in no way indicated the sources 
of information. It was claimed that especially in country dis- 
tricts reports were inaccurate and special reports were received 
tardily. In all cases where a regular reportorial staff was col- 
lecting information it was claimed to consist frequently of an 
inferior set of men, and that much of the antipathy of business 
men for the agencies and the inadequacy of information was 
due to a lack of tact and diplomacy in the reports of the agencies. 


The agencies looked upon the claims of the credit men as ideal 
and visionary. The latter were informed that the carrying out of 
the recommendations suggested would involve a very great 
expense, and that the receipts of the agencies would not warrant 
the undertaking of the improvement suggested. 


The agitation in favor of a higher standard had an immediate 
effect in improving the efficiency of the agencies. The president 
of the Bradstreet Agency claimed that in 1898 his company 
expended $150,000 more than in former years in improving the 
service, and it was said that extra expenses were incurred by the 
Dun Agency for the same purpose. The reports were better 
arranged, more promptly rendered, and were secured by a more 
efficient set of men. 


For five years the Mercantile Agency Committee compiled 
statistics on the comparative efficiency of the Dun and Bradstreet 
companies covering in general the following points: (1) Aver- 


47 





The Journal of Accountancy. 


age time between asking for reports and receiving them; (2) 
average age of the first report received; (3) percentage of reports 
containing signed statements not more than one year old; (4) the 
promptness of reporting changes; (5) arrangement and form; 
(6) classification of reports according to excellency by districts. 
These data were furnished by the local associations and the 
members of the National Association. When these facts were 
first published they at once showed the comparative efficiency of 
the two leading agencies and at once a vigorous rivalry was 
created. So long as no method exists to show definitely the com- 
parative merits of rivals, vigorous competition will be lacking; 
while the fixing of a definite standard for determining superiority 
stimulates efforts to excel as nothing else can. 

The credit men claim that the suggestions made to the mer- 
cantile agencies have received consideration and that the service 
of the agencies has improved in every way. The feature com- 
plained of most frequently at present is the lack of accuracy in the 
detailed reports. One of the resolutions presented at the 1905 
meeting and passed unanimously was “ That R. G. Dun & Co. 
and the Bradstreet Co. be requested to discontinue in their reports 
the expression, ‘He is the reported owner of real estate,’ etc. 
The ownership of real property is a matter not of supposition but 
of fact, and easily determined ; and we have a right to expect that 
they will search the county records and establish the facts as to 
whether the real estate referred to stands of record in the name 
of the reputed owner or some one else.” This resolttion indi- 
cates the feeling of the credit men ngpreg © certain classes of 
the reports of mercantile agencies. 

The Mercantile Agency Committee has endeavored to secure 
signed statements from merchants upon uniform blank sheets 
made out by them. To this end they have endeavored to prevail 
upon the agencies to use their signed statements, but so far their 
efforts have been unsuccessful. While the agencies have modified 
the form of the blanks formerly used, they have been unwilling to 
adopt those suggested by the credit men. As stated above the 
signed statement has many features to commend it. While state- 
ments rendered in writing may be inaccurate, they are as a rule 
much more truthful than verbal reports. The necessity of mak- 
ing a signed statement causes merchants to know their business 
more accurately and to keep better books. A signed statement 
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has a legal significance. The merchant who makes a signed 
statement does so with a view to secure credit. If this statement 
is manifestly false, his offense comes under the head of securing 
goods under false pretenses, and the offender is criminally liable. 
So in all cases where preferences are allowed and the bankrupt 
has made some signed statements, the advice of his attorney is 
invariably to take care of such creditors first. 

It is well known that different localities have a different class 
of agency service. Everything depends on the efficiency of the 
man having charge of the territory. In some places the service 
cf one agency is far superior to that of the other, and in other 
localities the reverse is true. A resolution providing for the 
continuance of the investigation of the relative merits of the two 
agencies generally and also an investigation of localities where 
each is deficient was passed at the June meeting 1905. 

As other private concerns the agencies are of course inter- 
ested in profits, and this is kept in mind in the introduction of 
improvements in service. That the service rendered is not all 
that is desired by business houses is seen in the tendency of large 
wholesale and banking houses to employ experts whose exclusive 
duty it is to investigate customers’ affairs and to study conditions 
which directly influence credits. In doing this they are reducing 
agency service and depending more and more on their own 
agents. In this development we see a return to conditions prior 
to the organization of the agency service. How far this tendency 
will go before the agencies will meet the demands made on them 
will remain to be seen. 

The Committee on Credit Department Methods has labored 
{ om the outset to secure the adoption of uniform inquiry blanks 
and statement blanks. At the first meeting forms were proposed 
and sent out to the various local associations to be topics for 
discussion at the meetings in 1897. Forms were adopted at the 
convention of 1898 which provided for giving the creditor a clear 
idea of the standing of debtors, and were sufficiently binding to 
make the debtor criminally liable in case of false statement. 
Both the uniform statement blanks and inquiry blanks are now 
generally used by houses when they seek to learn directly the 
standing of the establishments with which they deal. Much is 
gained in the adoption of a single form of report. Merchants 
are not confused by having different kinds of reports to make out, 
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they know what to expect, and the binding nature of the report 
becomes generally known. 

At present the Committee on Credit Department Methods 
furnishes two classes of forms (1) on the exchange of credit 
experience and (2) property statement. These are sold to mem- 
bers and others. Of the first class, the exchange of credit experi- 
ence, but one form was handled in 1904-1905, and the total sale 
amounted to 213,600.* Several forms were furnished on property 
statement, and the total sales of these were 44,500. The forms 
now used are the result of experiment since the association was 
organized. 


It soon became apparent that in order to have uniformity in 
bankruptcy legislation, it was necessary to secure the passage of a 
national law instead of trying to bring about uniformity through 
the codperation of the various state legislatures. No matter with 
what skill state laws would be drafted, state legislatures could 
always be relied upon to modify the laws sufficiently to make the 
legislation of the various states diverse. On this account the 
National Association of Credit Men, as well as most of the local 
associations, vigorously supported the Torrey bill when it was 
before Congress, and later the present Bankruptcy Law. Since 
the law has been in operation, the Legislative Committee has been 
very aggressive in proposing amendments, with a view of remov- 
ing the worst features. During this time, however, the interest 
of the Legislative Committee has never lapsed in. procuring 
reforms in state legislation. 

The National Committee usually works in codperation with 
the state associations to secure local legislation. In all cases 
where bad laws are on the statute books cases are introduced to 
test their constitutionality. In 1896 the New Orleans Associa- 
tion, with the consent of the National Association, took charge of 
all legislative questions in Alabama, Arkansas, Texas, Georgia, 
the Carolinas, Mississippi, Florida, and Louisiana. Two laws 
were passed by the Louisiana legislature in 1896. The laws 
introduced in Alabama and Arkansas were passed in 1899. The 
chief reform in Louisiana prevented preferences. The prefer- 
ence abuse had attained enormous proportions. Out of the 334 
failures which occurred between January and September, 304 
were deeds of trust. This was manifestly a discrimination in 


* Monthly Bulletin Nat. Assoc. Credit Men, June, 1905, pages 35-36. 
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favor of the resident jobber. In 1899 laws were passed to pre- 
vent merchants selling goods in bulk in the states of Oregon, 
Minnesota, and Maryland. The local credit men’s associations 
were responsible for the law in Oregon, the retail grocers in 
Minnesota, and the Baltimore association was responsible for the 
Maryland law. In Ohio the Cincinnati Credit Men’s Association 
secured the introduction and passage of a law preventing pre- 
ferences of all kinds. As soon as the law was passed five 
thousand dollars was voted by the association to prosecute men 
who failed fraudulently. 

Several years ago the National Association of Credit Men 
began a crusade in favor of laws regulating the sale of goods in 
bulk. From the beginning this sort of legislation has been 
opposed by the class of traders who occasionally operate bulk 
sales. The lawyers opposed it because they did not believe in 
regulating by statute the method by which goods should be sold 
in bulk. The legislative committees labored persistently, and at 
present laws regulating bulk sales have been passed by twenty- 
five states.* In the absence of such legislation it was held that 
practices exist which are injurious to trade. Credit is granted 
because of the necessity of paying debts from the proceeds of 
goods purchased. It is granted under this assumption that the 
customary methods of trade will be followed by the retailer. 
When goods are sold in bulk, the customary methods of the 
merchant are abandoned, the seller needs to make no provision 
to liquidate the liabilities, and the creditor has no claim whatever 
against the stock. 

To correct these abuses the National Association of Credit 
Men has proposed a specific law, the chief provisions of which 
have been incorporated in all the laws of the states which have 
restricted sales in bulk. The important provisions of this law are 
the following: Five days before the sale, the seller and pur- 
chaser must make a detailed inventory showing the quantity and 
as far as possible the cost price of each article to be sold; (2) 
five days before the sale the purchaser must make an inquiry as 
to names, places of residence or of business of all creditors of 
seller and amount owing each creditor. A written answer to 
these inquiries must be secured from the seller and retained six 


-.* Louisiana,:Oregon,"Minnesota, Maryland, Indiana, Washington, Tennessee, Wisconsin, 
Ohio,{New; York, Colorado, California, Idaho,! Utah, Oklahoma, Virginia, Massachusetts, 
Connecticut,” Georgia," Kentucky, Illinois, Maine, Pennsylvania, District of Columbia.) - 


51 





The Journal of Accountancy. 


months after the time of sale; (3) the purchaser, five days before 
the sale, must notify all creditors of the proposed sale, the cost 
price of the goods to be sold and the price to be paid for them; 
(4) five days before sale the seller must answer all questions 
in writing truthfully, and a failure to do so or a failure to make 
complete and true answers will be treated as a misdemeanor and 
be dealt with accordingly. A failure to carry out the above 
provisions makes the sale fraudulent and void as against the 
creditors. Bulk sales are made frequently as low as 40 or 50 
per cent. of the real value of goods, and consequently the sale is 
made with intent to defraud and the purchaser is practically in 
collusion with the seller. In compelling an inventory to be made 
giving the cost price of the goods to be sold and the proposed 
selling price the real purpose and nature of the transaction is 
made obvious. The purchaser is compelled to give these facts 
several days before the sale to the creditors of the seller, and if 
the latter is attempting to sacrifice the goods with fraudulent 
intent his efforts may be thwarted by those concerned. The time 
limit required of purchasers to notify creditors prior to the sale 
varies in the state laws, but in no instance is it less than five or 
more than ten days. 

In all but two states, Ohio and Utah, the laws have been 
declared constitutional. In these cases it is held that they 
infringe the common law being in restraint of trade. This is the 
objection most frequently urged against the laws in ail the states 
when they stand upon their passage and also when their con- 
stitutionality is questioned. The Supreme Court of Ohio held 
that the law of that state which contained the usual provisions 
was unconstitutional on several accounts. The law was to go 
into effect on its passage. It was held to be objectionable on 
account of its impracticability. That all creditors should be 
informed when the debtor might not know who all his creditors 
were and that an inventory stating the cost price of all the goods 
to be sold should be made to creditors when the books of the 
dealer might not reveal these facts were requirements in the law 
which could not in many cases be met. “ Applying the familiar 
and unquestioned rule that the validity of an act is to be deter- 
mined by its practical operation and not by its title or declared 
purpose, this act, under the guise of preventing fraud in such 
sales, prohibits them altogether, and thus places upon the enjoy- 
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ment of property an important restriction which no public interest 
requires and which the Constitution therefore forbids.” * It was 
held that this act practically forbids the sales of stocks of mer- 
chandise in bulk. It was further held that the Act discriminated 
unwarrantedly among debtors and creditors. “The act applies 
to all the creditors of a seller, it applies only to those who are 
creditors of the owner of a stock of merchandise, and thus an 
unreasonable burden is imposed upon a limited class of debtors 
for the supposed benefit of a limited class who are their credit- 
ors.” + A merchant might owe sums to men who had not sold 
him goods, and they would under this law have the same rights 
of action against him as those who sold him merchandise, and a 
right against him which they would not have against any other 
class of debtors. 


In one respect the Ohio law was different from the laws of 
most of the states. It held the purchaser of goods as well as the 
seller criminally liable. The practical objections to these laws 
are that they give a right to sellers of merchandise against their 
debtors not enjoyed by other groups of sellers. It is claimed that 


these laws have not been placed on the statute books in obedience 
to a popular demand for them, but result from the organized 
activity of a group of creditors to secure legislation in their own 
interests and not in that of the public interest. It can be main- 
tained that there are reasons for protecting this group of credit- 
ors by legislative means not needed by other classes of creditors, 
and the decisions of the courts of most of the states indicate that 
laws can be passed which will encounter no constitutional objec- 
tions. From present tendencies it would seem that this sort of 
legislation will spread to other states so that it will become nearly 
uniform. 

When the Lodge Bill concerning the consular service was 
before Congress the legislative committee of the National Asso- 
ciation labored in its interest. The association at its June meeting 
passed a resolution favoring its passage or another law contain- 
ing some of its provisions. The prominent provisions advocated 
were an improved classification and grading, the substitution of 
salaries for fees, an increase of salaries, the application of the 
merit system, efficiency as a test for continuance in office, the 


* Supreme Court of Ohio, Rice vs. Crawford, Laws regulating sales of stocks of goods in 
bulk, p. 62, Decision of Judge Shauck. 
+ Page 63, Judge Shauck. 


53 








The Journal of Accountancy. 


Americanization of the service, and the requirement that consuls 
must be familiar with either the French, German, Spanish, or 
Chinese languages, and “ possess a knowledge of the natural, 
industrial, and commercial resources of the United States.” * 

The variations in the provisions of the Homestead and 
Exemption laws of the various states have caused an endless 
amount of confusion and annoyance to commercial interests. 
The National Association at its meeting in 1905 resolved to 
engage in a campaign of education to make possible more uni- 
form laws. It was recommended that the state associations make 
this subject a feature of special interest in the following year. 
The National Association through the Legislative Committee 
began an investigation of these laws with a view to printing them 
to show their lack of uniformity. 

Other matters which engaged the attention of the legislative 
committee were, (1) the making criminal the mailing of a 
fraudulent statement concerning one’s financial condition with 
intent to defraud by securing through it goods or money, etc., and 
(2) the enactment of laws designed to regulate the carrying on 
of business under an assumed or fictitious name. 

Nearly all the laws of recent years providing for better rela- 
tions between creditors and debtors may be traced to credit men’s 
associations. In a number of notable instances these organiza- 
tions have failed to accomplish their objects. However, their 
power is growing. Statements made by ex-President Fessenden 
of the New York Credit Men’s Association in an address before 
that organization in 1899 are very significant for that date. 
“To-day, we are recognized,” said he, “in the city and in the 
state through the legislature as a factor to be consulted in all 
proposed laws affecting merchandise credits.” “ With all due 
modesty, yet with full confidence in what I declare, I say to you 
that we have it in our power to-day to dictate what bills intro- 
duced into state legislatures shall or shall not become laws, in 
so far as they affect us credit men.” 

The Committee on Investigation went under the name until 
the annual convention of 1898, when it was changed to the Com- 
mittee on Investigation and Prosecution. Nearly all the local 
associations have similar committees, and as a rule they work in 
coéperation with the national committee. Cases of insolvency 
are investigated, and when evidence exists to show that there has 


* Resolution of National Association, 1904. Bulletin, June, 1roos. 
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been a fraudulent conversion of assets, the evidence is put in 
possession of a prosecuting attorney and the merchant is prose- 
cuted. The purpose of the Committee is not to make collections 
but to prosecute the guilty. 

At the meeting of 1898 a series of resolutions was passed 
which provided for the employment of attorneys to investigate 
and prosecute frauds. Provision was also made for urging the 
local associations to report all cases of failures, whether fraudu- 
lent or not, to the Investigation Committee of the National Asso- 
ciation. It was made the duty of this committee to investigate 
the debtor’s commercial record, present affairs, character, and 
capacity, so as to make recommendations to the involved credit- 
ors as to a reasonable compromise if the debtor was honest, and 
the extension of such aid as would enable the debtor to continue — 
in business. 


In 1899 after the National Bankruptcy law was passed a plan 
was submitted by the National Secretary to the local associations 
for discussion at their meetings. The plan provided for the sub- 
mission of all offers for the compromise of indebtedness to the 
Investigation Committee of the State and National Associations, 
and creditors were pledged to refuse offers of compromise until 
the investigation by the constituted authorities should take place. 
The spirit, if not the letter, of this plan was later carried out. A 
fund was voted to be used in the investigation and prosecution of 
fraud, and individual creditors were pledged not to accept 
compromise offers of settlement. 

The difficulties involved in carrying on the work of investi- 
gation and prosecution by the National Association were seen to 
be almost insurmountable, and the Board of Directors of the 
National Association at their meeting in 1903 decided to abandon 
operation under the investigation and prosecution funds as far 
as new cases were concerned. The National Association, how- 
ever, the following year instructed the directors to reorganize 
the Investigation and Prosecution Bureau as an adjunct to the 
national work, and recommended “ that a trust fund of $50,000 be 
raised with which to equip and maintain the bureau.’’* 

The secretary-treasurer immediately sent out communications 
to the local associations to obtain opinions on the proposed plan 
with reference to the collection of the fund. The plan suggested 


* Resolution of National Association 1904. Bulletin June, 1905. 
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did not meet with approval of the local associations, and the 
Board of Directors, at its next meeting, decided to abandon the 
project. They recommended that the work be taken up by the 
local associations in their respective districts, and that the costs of 
investigation and prosecution be borne by the association or asso- 
ciations interested. This seems to have been the best way of 
disposing of the matter, as the local associations can organize 
much more effectively to investigate and prosecute cases in their 
own district than a committee or bureau of the National Associa- 
tion could handle the cases arising in all parts of the country and 
where they were naturally but little familiar. 

The Committee on Credit Codperation was organized in 1904. 
It was not thought advisable to establish a credit exchange 
bureau, but desired that there be a greater interchange of ledger 
experience among members of the association. The committee 
appointed limited itself to advocating a large degree of inter- 
change of information and this committee was retained for 1905. 
Many local associations have credit exchange bureaus, and the 
following trades are organized for credit exchange: Jewelers’ 
National Board of Trade, the National Association of Clothiers, 
the Electric Trade Association of the Pacific Coast, the Mer- 
chants’ Credit Association of California, the Stationers’ Board of 
Trade of New York, the Hardware Board of Trade of New 
York, the Crockery Board of Trade of New York, the Lumber- 
men’s Trade Association, the Glass Dealers’ Protective Asso- 
ciation, the Manufacturers’ and Dealers’ Protective Association, 
dealing with plumber materials, and the New York Paint and 
Allied Trade Association.* 

The Committee on Fire Insurance recently installed as a 
working body of the National Association of Credit Men is 
limiting itself to devising means of learning of debtors who have 
not adequate life insurance with a view of urging upon them the 
necessity of insuring. 

* Monthly Bulletin Nat. Assoc. Credit Men, June, roos, p.83. 
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EDITORIAL. 
The Twentieth Annual Meeting. 


In many respects the Annual Meeting of the American 
Association of Public Accountants held at St. Paul, October 
15-17, was the most interesting and enjoyable meeting ever held 
by the Association. The local committee on arrangements deserve 
great credit for the success of the meeting. The program fur- 
nished a most judicious combination of pleasure and business. 

The December issue of THE JoURNAL will contain a full report 
of the proceedings of the meeting, of the papers and discussions, 
and of the responses to toasts at the banquet. The papers and 
discussions were all of such high order that accountants every- 
where will be glad of the opportunity to read them. The most 
notable paper was that by Mr. Joseph E. Sterrett on “ Professional 
Ethics,” which was published in the October JourNAL. The dis- 
cussion of this subject was participated in by Col. Franklin Allen 
of New York, Mr. Seymour Walton of Chicago, Mr. R. H. 
Montgomery of Philadelphia, and Mr. John A. Cooper of Chicago. 
Mr. Vollum of Philadelphia held the close attention of the dele- 
gates with a paper in which he argued for the restriction of the 
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privilege of membership of the Association to certified public 
accountants. 

The Association was fortunate in having secured the attend- 
ance of representatives of several leading universities. Their 
presence suggested the importance of an educational discussion. 
This was led by Dean Johnson, of the New York University 
School of Commerce, and was participated in by Professors 
Gray of the University of Minnesota, Gilman of the University of 
Wisconsin, and Robinson of the University of Illinois. Each 
speaker had something fresh and interesting to say on the educa- 
tion of the public accountant. 

The routine business of the meeting was transacted with dis- 
patch, and no unnecessary friction. Mr. Sells was re-elected to 
the office of President, and Mr. Roberts to the office of Secretary, 
Mr. Kennedy having declined to serve again as treasurer, the 
office was filled by the election of Mr. Westermann of St. Louis. 

Denver made a strong bid for the Twenty-first Annual Meet- 
ing, but the feeling was general among the delegates that next 
year’s meeting should be held in the East, and Atlantic City was 
agreed upon. 





New York’s Panic. 


New York City has had one of the craziest, most spectacular 
panics ever recorded in the annals of finance. Within three days 
the banks of the city lost over $12,000,000 in cash, much of which 
found its way into the boxes of safety deposit vaults. During the 
greater part of the week ending October 26 long lines of fright- 
ened depositors besieged the doors of two trust companies, paying 
no heed to assurances, official and unofficial, that their money was 
safe. One large trust company suspended payment, and several 
small banks in Brooklyn and Harlem closed their doors. The 
situation became so critical toward the end of the week that the 
clearing house banks of the city provided for the issuance of 
clearing house loan certificates. 

Accountants are vitally interested in both the causes and ef- 
fects of this panic. It was characterized by the sudden collapse 
of the credit system in New York City, and at one time the mer- 
cantile and banking credit of the entire country seemed in danger. 
As Mr. George E. Roberts pointed out in his address before the 
delegates at St. Paul, the solidity of credit depends very much 
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upon the kind of work done by accountants. If their work is 
inadequate or faulty, miscalculations on the part of business men 
result, and sooner or later panic is inevitable. There is certainly 
no evidence that the practicing accountants of this country are in 
any way responsible for the October panic, yet we are confident 
that the panic might have been averted, or that the conditions 
making for panic would never have existed, if the various busi- 
ness interests of the United States had made during the last five 
years proper and adequate use of the accounting profession 


This panic was due largely to ignorance and to the unreason- 
ing fear which is always born of ignorance. For several years 
the great corporate interests of this country have been the victims 
of indiscriminate assault and criticism. Demagogues of high and 
low degree have publicly charged that the people were being 
robbed by managers of banks, insurance companies, railroads 
and industrial combinations. Investigations of certain companies 
brought to light facts which seemed to justify the wholesale de- 
nunciation of business methods. Prominent men predicted disas- 
ter if the investigation mania were not checked. Others declared 
that the great prosperity of the country could not possibly last, 
and pointed to the high rates of interest as evidence that capital 
had taken alarm and was withdrawing from the support of enter- 
prise. All these events and sinister prognostications had their 
effect on the popular mind, so that when a clique of speculators 
failed in a rash attempt to corner the market for a copper security, 
hysteria seized upon bank depositors and panic was the result. 


It must be clear to any unprejudiced person that the blind and 
unreasoning forces of such a panic could not have been brought 
into existence if the people could have had positive knowledge 
about business conditions. The majority of corporations in this 
country are honestly managed. The great bulk of the $10,000,- 
000,000 deposited in our banks is more than offset by investments 
of permanent value, and these investments are closely watched by 
experienced and conscientious bankers. Speculative transactions 
in this country, large as they seem when viewed in isolation, are 
insignificant in comparison with the total of genuine and legiti- 
mate business operation. Unfortunately, these are truths which 
cannot be demonstrated. We have, to be sure, the reports and 
balance sheets of banks, railroads, and insurance companies, but 
with the common people the evidence of these documents pos- 
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sesses little value, for they are prepared in secret, and they bear 
no certification in which the people place confidence. 

Hence we say that the members of the accounting profession 
are vitally interested in the causes of this panic, and they 
have no right to be modest in their assertion of the 
public’s need for their services. Publicity is the safe and conser- 
vative remedy for most corporate abuses. The certified public 
accountant is the authorized agent of publicity. Let popular 
discussion of this subject proceed until the people shall demand 
that the affairs of every public service corporation, of every bank, 
and of every insurance company shall be regularly examined by 
certified public accountants who are independent of the directors, 
if not also of the stockholders. Then the time will come when 
investors will demand equal publicity and the same trustworthy 
certification on the part of railroads and other corporations 
seeking to market their securities. 

With regard to the future, no man can speak with confidence, 
yet there is good reason for believing that the depression incident 
to the money panic of 1907 will be short lived. Fortunately the 
present is an era of increasing gold supply and of rising prices. 
Since 1897 the average prices of commodities have risen over 
forty per cent. It is impossible that such an advance should go on 
unchecked. A temporary reaction was inevitable, for the high 
level of prices could not be maintained without a readjustment 
of wages, profits, and the costs of production. Apparently, the 
ensuing twelve months must be devoted to these processes of re- 
adjustment, but this prospect is not a matter for regret; indeed, 
for the accountant the coming year ought to be a busy and a 
profitable one, and when the task is finished, we have a right to 
expect that the trade and industries of the United States will 
again leap forward into a period of unexampled prosperity. 





The Art of Budget-Making. 


For years the City of New York has given the world an object-lesson 
of how not to make a budget. We are going through the process to-day 
much as usual. All the departments have in the past sent in their esti- 
mates in lump sums, asking much more than they had any idea of obtain- 
ing, in anticipation of the “horizontal cut” they have come to expect. 
The taxpayer or the city official who really wanted to find out from the 
estimates how many people were to be paid in any one department, and at 
what rate, or what was set aside for supplies, could obtain no answer 
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to his question. The Board of Estimate and Apportionment gave a per- 
functory hearing, and the heads of departments made their special pleas. 
Then it cut here and there, sometimes with reason, sometimes without, 
until it had reduced the total of the budget to the sum upon which it 
could agree as safe. 

That a budget of approximately one hundred and fifty million dollars 
can be adopted in such a loose and haphazard fashion must appear to any 
foreign observer wholly incredible. His astonishment would surely be 
the greater on hearing that the department estimates, covering thousands 
of printed pages, are held almost as secretly as if they were private docu- 
ments of the Department of State, and that the public is not allowed to 
participate in the hearings given to the departmental heads. He would at 
once explain that this method of making a budget is not only wholly 
unscientific, but is a direct incentive to waste and extravagence. It shows, 
moreover, that the real purpose of the budget—“ to give the direct rep- 
resentatives of the people control over the administrative officers ”—has 
been lost sight of. 

Some of the principles of budget-making have just been set forth in 
Tue JournaL or Accountancy by Dr. Frederick A. Cleveland, the 
technical director of the Bureau of Municipal Research, to which the 
eight adequately segregated estimates handed in this year are due. 
Extracts from this article we print elsewhere, for it deserves the widest 
circulation, particularly at this moment when the Charter Revision Com- 
mission is looking for suggestions as to ways and means of bettering our 
city government. Dr. Cleveland is strongly of the opinion that the 
development of the efficiency, economy, and fidelity demanded of officials 
is in the long run much more a matter of method than of men. If the 
acts of every official are recorded so plainly that even an inexpert citizen 
can understand them, responsibility is quickly fastened on the proper 
official. That so many acts of our officials never come to light is the 
reason why there are so many that will not bear inspection. 

Correct information is, therefore, as Dr. Cleveland shows, the true 
basis for the control of an executive official. So far as the present 
“negative control” of the budget by the Board of Estimate is concerned, 
Dr. Cleveland shows that it may protect the tax-rate, but it neither 
rewards competence nor discourages inefficiency, and cannot so long as the 
Board is without the information upon which it can properly base an 
opinion or formulate a judgment. At the same time, though the present 
budget methods are quite archaic, it is extremely encouraging to know 
that there are easily obtainable new ways of allotting the city’s expendi- 
tures, which, together with the publicity of an adequate City Record, and 
the enormous powers of inquest that already belong to the Commissioners 
of Accounts, will, when adopted, automatically provide a better and more 
scientific government than this city has hitherto dreamed of. This every 
one will concede, even though one cannot agree with Dr. Cleveland that 
sound methods of conducting the city’s business are of greater impor- 
tance than efficient and honest departmental heads —The New York 
Evening Post, October 18, 1907. 
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SUMMARY OF THE More IMPORTANT FEATURES OF THE PROCEEDINGS OF THE 
ANNUAL MeetING, OctToser 15, 16, AND 17, 1907, St. Paut, MINN. 


For the information of those who were unable to attend the Annual 
Meeting held recently at St. Paul, and pending the issuance of a new Year 
Book and the printing of the full proceedings in THe JoURNAL OF 
AccounTANCY, the officers of the American Association have issued the 
following summary of the more important features of the proceedings: 


Monday, October 14. 
MorNING SESSION: 


There was a special meeting of the Executive Committee for the 
purpose of disposing of the routine business. 


AFTERNOON SESSION: 


A special meeting of the Board of Trustees was held for the purpose 
of considering the reports of officers and committees to be submitted to 
the general meeting and for the purpose of passing on applications for 
membership. 

The public accountants of Louisiana were admitted to membership 
subject to the provisions (1) that they should form an unincorporated 
body, with the word “Certified” omitted from the title, composed of 
members of the incorporated society called “The Certified Public 
Accountants of Louisiana,” and (2) that such members of the Louisiana 
Society are eligible in accordance with the requirements of the Consti- 
tution of The American Association of Public Accountants. The mem- 
bership of the Louisiana Society in the American Association“is to date 
from the time the Society qualifies under these provisions. 


Tuesday, October 15. 
MorniING SESSION: 


The regular general meeting of the Association convened in the 
reception room of The Commercial Club, of St. Paul, at 1o o’clock. The 
President of the Association introduced Mr. Temple, President of the 
Minnesota Society of Public Accountants, who, on behalf of his Society, 
the host of the occasion, made an address of welcome and introduced a 
representative of his Excellency, the Governor of the State of Minne- 
sota, his Honor, the Mayor of the City of St. Paul, and the President of 
The Commercial Club, all of whom made addresses of welcome. 

The roll-call showed that all State societies, with the exception of 
Georgia and Michigan, were represented by delegates. A proxy from the 
Michigan Association of Certified Public Accountants was received after 
the Committee on Credentials had reported. In addition to the delegates 
there were a number of Fellows-at-Large and Associates-at-Large present. 

The regular meeting of the Board of Trustees was held, concluding the 
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consideration of matters brought before the special meeting of the Board 
the day before. 


AFTERNOON SESSION: 

This meeting was devoted principally to the consideration of the 
reports of the Board of Trustees, Officers, and Committees. All of those 
presented to the general meeting will be published in detail in the next 
issue of the Year Book. 

The report of the Committee on By-Laws was given immediate con- 
sideration. Numerous important changes were adopted. Among other 
things an amendment was passed to strike out the provision for semi- 
annual meetings. There was also passed an amendment providing for an 
Arbitration Board for the purpose of considering differences between the 
State societies, members, etc.; and another providing for a standing 
Committee on Rules. 

There was an appropriation of $3,600 made for the general use of the 
Association during the ensuing year. 

The Minnesota Society entertained the members of the Association at 
luncheon, and at a reception in the evening at the St. Paul Commercial 
Club. 

Wednesday, October 16. 
MornincG SESSION: 

Mr. J. E. Sterrett (Penn.) presented a paper on “ Professional Ethics” 
(printed in full in THe JourNnaL or Accountancy for October). A dis- 
cussion on the subject followed, participated in by Messrs. John Alex- 
ander Cooper (Ill.), Franklin Allen (N. Y.), Robert H. Montgomery 
(Penn), and Francis Gottsberger (N. Y.). Messrs. Sterrett and Cooper 
entered further into the discussion in regard to some points that had been 
brought out. 

Following this there was an address on “ The Certified Public Account- 
ant Movement,” by Mr. Charles N. Vollum (Penn.). 

A discussion on “ Education and its Relation to Public Accountancy ” 
was opened by Professor Joseph French Johnson, Dean of the New York 
University School of Commerce, Accounts, and Finance, and partici- 
pated in by Professor John H. Gray, of the University of Minnesota; Mr. 
Seymour Walton (Ill); Professor S. W. Gilman, University of Wis- 
consin; and Professor W. H. Robinson, University of Illinois. There 
were also present Professor Robinson, University of Minnesota; Pro- 
fessor Heine, University of Iowa; and Professor Pierson, University 
of Pennsylvania. 


AFTERNOON SESSION : 

There was an address by Mr. Thomas P. Ryan (N. Y.), on the subject 
of “ The Accountant in the World of Affairs.” 

The reports of presidents of various State societies were presented, 
and, by resolution of the Association, the President was authorized in his 
discretion to print aJl or part of these reports in the proceedings. 

A resolution was adopted authorizing a new special Committee on 
Federal Recognition. 
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There were present as guests of the Association: 

The Dominion Association of Chartered Accountants represented 
by its President, Mr. A. F. C. Ross, of Montreal. 

The Association of Accountants in Montreal, also represented by 
Mr. Ross. 

The Institute of Chartered Accountants of Manitoba, represented 
by Mr. W. Sidney Ronald, President, and Mr. W. A. Henderson, 
Secretary. 

Mr. Ross responded to the welcome extended the Societies which he 
represented, and Mr. Henderson acknowledged the welcome extended to 
his Society. 

Invitations were extended by Mr. Fowlie, President, on behalf of The 
Colorado Society of Public Accountants, to meet as the guests of that 
Society at Denver, Colorado, and by Mr. Vollum, on behalf of the Penn- 
sylvania Institute of Certified Public Accountants, to meet as the guests of 
that Society at Atlantic City, New Jersey. The invitation of the 
Pennsylvania Institute to meet at Atlantic City was accepted. 

The following officers and trustees were elected for the ensuing year: 
Elijah W. Sells (N. Y.), President; T. Cullen Roberts (N. J.), Secretary; 
H. T. Westermann (Mo.), Treasurer; Auditors: H. A. Keller (Ohio), 
Alexander E. Fowlie (Col.); Trustees to serve for three years: J. E. 
Sterrett (Penn.), J. P. Joplin (Ill.), J. S. M. Goodloe (Ohio). 

The following Honorary Members were unanimously elected: Pro- 
fessor Joseph French Johnson, New York University School of Commerce, 
Accounts, and Finance; Dr. Edward Sherwood Meade, Wharton School 
of Finance, University of Pennsylvania; Professor David Kinley, Dean 
of the Graduate School, University of Illinois. 

The Annual Banquet of the Association was held in the evening at 
the Hotel Aberdeen. Colonel Franklin Allen (N. Y.) presided as Toast- 
master. The toasts were as follows: “The President of- the United 
States,” Hon. E. A. Jaggard; “The American Association of Public 
Accountants,” Herbert M. Temple; “The Public Accountant,” Adam A. 
Ross, Jr.; “ The Public Accountant and the Banker,” George E. Roberts; 
“Education of the Public Accountant,” Professor Ward W. Pierson, 
Professor John H. Gray; “The Public Accountant and the Lawyer in 
Commercial Enterprises,” Albert N. Eastman; “The Public Accountant 
from a National Standpoint,” Hon. Frank M. Nye, M. C.; “C. P. A. 
Legislation,” S. S. Gregory; “Accountants of Western Canada,” S. 
Sidney Ronald; “Our Guests,” Theo. F. Smith; “The West,” Alex. E. 
Fowlie; “ The Ladies,” Professor Joseph French Johnson. 


Thursday, October 17. 
Morn1nc SESSION : 

Trolley cars conveyed the members of the Association and guests to 
Minneapolis, where a meeting was held in the Mayor’s reception room in 
the City Hall, a welcome being extended by a representative of his Honor, 
the Mayor. Acknowledgment was made, on behalf of the Association, by 
Mr. Thomas L. Berry (Md.). 
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The newly elected Treasurer, Mr. Westermann (Mo.), was installed, 
and addressed the Association, the President and Secretary continuing in 
office. 

Resolutions expressing the appreciation and thanks of the Association 
to our host, the Minnesota Society of Public Accountants, for the cordial 
hospitality and generous entertainment given, and to the 1907 Meeting 
Committee for the arrangements, were enthusiastically and unanimously 
adopted. 

The meeting then adjourned. The trolley ride was resumed, and a 
visit made to Minnehaha Falls. On the return the members were enter- 
tained at luncheon by the Minnesota State Society at the St. Paul Town 
and Country Club. 


AFTERNOON SESSION: 


The Board of Trustees held a meeting and appointed the following 
Executive Committee: The President, as Chairman; the Secretary, the 
Treasurer, Franklin Allen (N. Y.), Thomas P. Ryan (N. Y.), J. E. 
Sterrett (Penn.), A. A. Ross, Jr. (Penn.). 

In a book arranged for the purpose by the Minnesota Society, over 
fifty delegates, members, and guests were registered. A number of ladies 
also attended the meetings. 

The meetings were generally conceded to have been the most interest- 
ing and profitable for the profession of accountancy ever held in this 
country. 

A resolution was passed authorizing the issuance of a bound Year 
Book for 1907, at $1.00 per copy, and Mr. H. T. Westermann, Treasurer, 
address, Chemical Building, St. Louis, Missouri, was appointed to receive 
subscriptions. 





The Accountancy Publishing Company will issue in book form a full 
report of the proceedings and discussions at the Twentieth Annual Meet- 
ing of the American Association of Public Accountants. To members of 
the Association the book will be sold for $1. Subscriptions should be 
sent to Mr. Westermann or to Mr. T. Cullen Roberts, 56 Pine Street, New 
York City. As few extra copies will be printed, members desiring the 
book should not delay their subscriptions. 
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City Government by Commission.* 
By Harvey S. CHASE. 


Mr. Chairman and Gentlemen: 
If I can add anything to your discussion it should be along the lines 


of accountancy. 

There are in my opinion no matters more important than those of 
prompt and correct accounting in municipal affairs. Were the facts of 
maladministration, of wastes of public money and of comparative costs 
of municipal work properly brought out into full publicity it is my opinion 
that the greater part of our present evils would disappear. 

Therefore in any discussion of government by commission, which I 
prefer to call “government by executive council,” or “government by 
municipal directors,” the necessity for standardizing and unifying the 
methods of accounting and the forms of municipal reports is fundamental. 
We cannot efficiently bring about reforms until we have been fully 
informed of the conditions which we desire to improve. 

Nothing is so efficacious in financial matters as comparisons of results 
which should be similar but which are found to vary greatly. The deadly 
parallel is the accountant’s most powerful weapon. The success of all 
great businesses are based upon promptly made comparisons backed up by 
standard and uniform systems of accounts. 

We need such systems in all cities. We need them in Massachusetts as 
in other states, we need them in Boston under present conditions and we 
shall need them still more if Boston should finally come under a 
“ government by executive council.” 

Emphasis cannot be laid too heavily upon this requirement. Without it 
the city would be wholly at the mercy of unscrupulous men should such 
be put in control of the council. With an effective accounting and report- 
ing system, properly supervised by the state if necessary, so arranged 
that complete publicity must be given to all actions of the council and to 
all financial results, such a concentration of power and responsibility in a 
small council would be reasonable and safe. Especially would this be the 
case if the power of recall is retained by the electorate as provided in the 
Des Moines charter. 

In preparing for government by municipal directors the division of 
city functions among the directors should be carefully considered. Par- 
ticularly so for the reason that a uniform classification of municipal 
functions and a grouping of these under divisional heads has already been 
provided by the United States Census Bureau, which is applied by it to all 
cities throughout the country. 

This classification is based upon the earlier distribution of the National 
Municipal League, which has been adopted not only by the Census, but by 
a number of states and by many individual cities. 

In the division of functions as made at Galveston, Houston, and even 
at Des Moines, sufficient attention has not been given to the requirements 

* Abstract of address before the Boston City Club, October 24, 1907. 


66 














City Government by Commission, 


of the Census plan, and modification of these charter functions may be 
expected later. My point to-night, then, is this: When charters are pre- 
pared for “government by executive council” for Massachusetts cities, 
let us begin at the beginning, and arrange the division of functions in 
accordance with the necessities of accounting, and so group the depart- 
ments that reports uniform with the Census schedules will automatically 
come forth, needing no changes, no reclassification and no long delays 
before being put in the hands of those who can and will use them to the 
great advantage of every class of citizen, whether taxpaying or non- 
taxpaying. 





Pennsylvania. 


The regular quarterly meeting of the Pennsylvania Institute of Certi- 
fied Public Accountants was held in Philadelphia at the office of President 
Ross, on October a2ist. 

The members were particularly interested in receiving the report of 
the delegates who had just returned from the meeting of The American 
Association of Public Accountants at St. Paul. The delegates were 
President Adam A. Ross, Jr., C. N. Vollum, and Robert H. Montgomery. 

Mr. Vollum gave a very complete account of the proceedings. He also 
reported that the next Annual Meeting of the American Association would 
convene at Atlantic City on the third Tuesday of October, 1908, upon the 
invitation of the Pennsylvania Institute. 

He further reported that the New York and New Jersey State 
Societies of Certified Public Accountants would join with the Pennsyl- 
vania Institute in providing for the care and entertainment of delegates 
and guests who may assemble at Atlantic City. 

The President was directed to appoint a general committee on 
entertainment. 

The following members were present: President Adam A. Ross, Jr., 
T. Edward Ross, William M. Lybrand, J. M. Pugh, Charles N. Vollum. 
James W. Fernley, Robert B. Vollum, Dr. A. R. Barrett, J. E. Sterrett, 
J. D. Stinger, Alfred L. Sellers, Herbert G. Stockwell, E. Elmer Staub, 
George Wilkinson, and William W. Rorer. 





The members of the Pennsylvania Institute of Certified Public 
Accountants were the guests of the Faculty of the Evening School of 
Accounts and Firance at a dinner at the University Club of Philadelphia 
on Saturday evening, October 26th. 

The dinner was in recognition of the part which the Pennsylvania 
Institute had taken in the establishment of the Evening School, and that the 
members might be advised of the graduation of the first class of students. 

The dinner was presided over by Dr. Edward Sherwood Meade, 
Director of the Evening School. The other speakers were: President 
Adam A. Ross, Jr., C. P. A., of the Pennsylvania Institute; C. N. Vollum, 
C. P. A., President of the State Board of Examiners; J. J. Sullivan, Esq., 
William M. Lybrand, C. P. A.; Charles Weisinger, C. P. A., a graduate 
of the Evening School, and Professor Hatfield of the University of 
California. 
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Regulations of New C. P. A. Boards. 


The Connecticut State Board of Accountancy, created under the Act 
passed July 11, 1907, announces that the C. P. A. examinations of the 
State will include questions on: 

1. Theory of Accounts. 

2. Business Organization and History of Accountancy. 
3. Practical Accounting. 

4. Auditing. 

5. Commercial Law. 

The Board also promulgates “to avoid misunderstanding ” the follow- 
ing interesting definition of a practicing public accountant: 

“One who is skilled in the science of accounts, both in theory and 
practice, who maintains an office, advertises dnd caters to the public for 
accounting business (a clerk or bookkeeper, or one holding a salaried 
position only, is mot a practicing public accountant).” 





The Colorado State Board of Accountancy, consisting of A. E. Fowlie, 
President, J. B. Geijsbeek, Secretary, and J. H. Kingwill, Treasurer, 
announces that its examinations may include questions on: 


(a) Theoretical Accounting. 
(b) Practical Accounting. 
(c) Commercial Law. 
(d) Commercial Arithmetic. 
(e) Auditing. 
The Board has issued a circular letter to applicants, from which the 
following paragraphs are taken: 


We would not feel at liberty to grant certificates to any applicant, how- 
ever expert or experienced he might be in certain limited fields of account- 
ing practice, whose knowledge of the fundamental principles of accounting 
and their application to modern conditions and whose general experience 
would not qualify him to make reliable examinations or audits, or to 
install and conduct practical and efficient systems of accounts adapted to 
different lines of business upon being furnished with the facts and figures 
pertaining to the particular business in question. By this we would not 
be understood as requiring or expecting that the applicant should be as 
expert in every line of business as the person who had made that par- 
ticular business a specialty, but that he should be well qualified to do good 
and reliable work therein. 

As regards “ Commercial Law,” we can only consider it “as affecting 
accountancy,” and do not require any applicant to pass such an examina- 
tion therein or to show such knowledge thereof as would be required of a 
candidate for admission to the bar, however valuable such knowledge 
might be to any practicing accountant. 

As regards the educational standard required by Section 8, it is certainly 
the least that could be expected, and is practically required by the account- 
ancy laws of all the states. If the applicant is a graduate of a high school, 
college or university, we shall expect proper evidence of that fact. If 
claiming an “ equivalent education,” we shall expect the preparation of his 
application and of the documents accompanying it, and of his examination 
papers to bear out the claim. We regard the diploma merely as one evi- 
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dence of fitness, and the fitness itself, when exhibited, as evidence of the 
“ equivalent education.” 

"Winder the strict legal definition of “ good moral character,” any person 
is considered to possess this who has not been convicted of crime or fraud, 
and the applications prepared by the accountancy boards in most of the 
states require evidence of this negative fact. But more than this is due 
from the applicant for a certificate as a qualified public accountant, and 
will be required in order to obtain such a certificate in Colorado. On the 
other hand, no certificate will be refused on account of any mere rumor or 
hearsay reports against the character or ability of any applicant coming to 
the knowledge of the Board, until such charges have been definitely made 
and supported by proper evidence, and the applicant against whom they 
may be directed has had every possible opportunity to meet and disprove 
the same. 

The “three years’ experience in the practice of accounting” required 
by Section 8, is considered by the Board to include much more than mere 
bookkeeping, and to be such experience as will qualify the applicant to 
perform with credit the work expected of a public accountant. 

It is the intention of the Board to base all the questions covered by this 
examination, so far as possible, on actual transactions of comparatively 
recent date in various lines of business, and we would be pleased to 
receive from any of the parties to whom this may be addressed, any ques- 
tions which may have occurred in the actual course of their experience 
and which they deem may be of use to us in this connection. We do not 
desire or intend to use any mere puzzles or catch questions, but those 
which will most clearly bring out the ability of the applicant to meet the 
problems which must come to him in the course of his practice—both usual 
and unusual ones. 

The foregoing remarks, regarding applications for certificates by 
examination, under Section 8 of the law, will apply generally to those 
applying under the waiver clause, contained in Section 13, and the 
reciprocity clause, contained in Section 14. 

In general, it may be said that while this Board does not consider it 
part of its duties to refuse to issue its certificates to candidates who may 
show themselves fully qualified to practice as public accountants, but who 
may be at present employed exclusively by a single party, it does not 
expect or intend to encourage the application for such certificates by 
persons who have no expectation of engaging in public practice, but merely 
wish them as exhibits of their proficiency, and as perhaps enhancing the 
supposed value of their services to their present or prospective employers. 
It is our desire to do everything in our power to increase the value of a 
Colorado certificate to its holder, and to do nothing to disparage it. 


Michigan. 

The Michigan Association of Certified Public Accountants held an 
open meeting for accountants and bookkeepers on October 9. The speak- 
ers were: Prof. D. W. Springer, of Ann Arbor, president of the Michigan 
association, who spoke on “The Accountancy Profession in the United 
States”; Wilton C. Eddis, of Toronto, whose subject was “ The Work of 
an Accountant”; Hon. H. M. Zimmerman, State Bank Commissioner, on 
“The Accountant, the Lawyer, and the Business Man.” 








Newspaper reports state that N. G. Hawkins of Detroit is to be made a 
member of the Michigan State Board of Accountancy to succeed the late 
John R. H. Clegg. Mr. Hawkins is head of the accountancy firm of 
N. A. Hawkins and Company. 
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Book Department. 


INDUSTRIAL EDUCATION. A System of Training for Men Entering upon 
Trade and Commerce. By Harlow Stafford Person, Ph. D. 86 pages. 
Boston and New York. Houghton, Mifflin & Company. 1907. 


Price $1.00. 


This essay took first place in the competition in 1905 for the Hart 
Schaffner and Marx $1,000 prize for the best contribution on certain 
economic subjects. The author states that when it was written he “did 
not contemplate the possibility of its ultimate publication; the subject is 
not so fully developed, therefore, as it would have been had that outcome 
been in mind.” Even in its present form, however, it contains many fresh 
ideas which will interest broadminded accountants, business men, and 
educators. 

The author refers at the beginning with something like reverence to the 
German system of industrial education, to which he ascribes in large part 
the success of Germany in international trade in spite of her inferior 
natural resources. Some objections at once suggest themselves. In the 
first place, Germany’s industrial success is probably exaggerated. Her 
large export business is hardly a fair test, for it is due in part to her 
limited home market. In the next place, Germany has natural advantages 
of location which compensate to a large extent for her lack of resources. 
Finally, German education, however excellent it may be, is not “ indus- 
trial,” as the author uses the word, but technical. As a matter of fact, the 
German universities and schools in the field of commercial training are 
imitators, not leaders. It may well be doubted whether the German busi- 
ness man proper has the initiative, the foresight or the practical education 
of his American competitor. It is in technical, not commercial, science 
that Germany stands preéminent. 

Just what Dr. Person means by “industrial education” is not clearly 
stated. Effective education for business is not a hodge-podge of studies 
in applied science, in finance, in manufacturing, in accountancy, and in 
mercantile affairs. It must proceed in an orderly manner along some one 
of these lines, not along all of them at once. The reader gathers from 
the context that Dr. Person has in mind only the education of men for 
manufacturing business, and is unconsciously applying the standards of 
this kind of business education to all other kinds—an underlying fallacy 
that leads to some rather absurd conclusions. 

It is the source, for instance, of this remark about the New York 
University School of Commerce, Accounts, and Finance: “ As compared 
with the commercial departments of the colleges and universities, except 
in accounting, its technical subject-matter is not so advanced, and it does 
not offer the liberalizing training of the social sciences.” The author has 
evidently failed to observe the distinction between the broad education of 
a man of affairs and the professional education of a business specialist. 

Without such confusion it would hardly be possible for him to con- 
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clude that “general education should be pursued by all students for as 
long a period as possible.” So extreme an assertion could be rationally 
applied only to those favored young men who can step almost at once 
from the university into managerial positions. Even in their cases the 
practical knowledge and drill that specialized professional training gives 
would perhaps equip them better for their duties. 


THOUGHTS ON BUSINESS, By Waldo Pondray Warren. 237 pages. 
Chicago. Forbes & Company. 1907. Price $1.25. 


This book is a collection of about 200 business editorials which have 
appeared from time to time in a number of leading newspapers. Probably 
most of THE JouRNAL’s readers have already seen a number of the little 
essays. It would do no harm, however, to re-read them and to get 
acquainted with the rest of the series. The author says that he counts the 
“acquisition of certain thoughts as red letter days.” Now that he has 
made the thoughts public perhaps his readers will be equally. gratified. 
Here are some of the thoughts: 

“ A man may work harder counting peanuts than signing treaties.” 

“Don’t hire Shakespeare to write plays and then keep him busy 
addressing envelopes.” 

“Freak advertising may amuse its originators, but common sense 
advertising will sell more goods.” 


BONDS AS INVESTMENT SECURITIES. Edited by Emory R. Johnson. 
American Academy of Political and Social Science. Philadelphia, Pa. 
1907. Pages 235. Price $1.25. 

This is one of the series of studies of live political and economic ques- 
tions issued under the auspices of the American Academy of Political and 
Social Science. The volume before us is made up of twenty contributions 
dealing with different phases of the subject and written by men of high 
standing and authority. Among the contributors we note such well known 
writers as Charles E. Sprague, Professor of Accounting in New York 
University School of Commerce; C. M. Keys, of the World’s Work; 
Montgomery Rollins, the author of a standard volume on Bond Tables; 
William C. Cornwell, the banker; George A. Hurd, author of “ Urban 
Land Values,” and F. A. Cleveland, Professor of Finance in New York 
University. 

The lack of a proper understanding of many of the basic principles of 
the bond business has, probably more than any other cause, retarded the 
advancement of men at the outset of their careers in the financial world. 
To such persons a thorough study of the articles would be invaluable. 
Men in positions of judiciary trust and those engaged in the investment 
of capital will, also, find here much interesting and useful data compiled 
by men well versed in the intricacies of finance. 

The first two contributions are by Professor Sprague. The author 
considers, in detail, the common fallacies regarding the valuation of bonds 
and describes the proper basis for bond accounts. This paper might well 
be used as a general introduction to The Accountancy of Investment by 
the same author. Such subjects as the effect of premium and discount 
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upon income basis, amortization and the periodical approach of a bond to 
par at maturity are treated at considerable length. Professor Sprague, in 
these two excellent articles, has spanned the gap, for many, between the 
supposedly intricate theory of bond valuation and the practice of blind 
reliance upon prepared tables of bond values, with little or no knowledge 
of their raison d’étre. 

The contributions mentioned above are supplemented in an article by 
Mr. Montgomery Rollins, the editor of the “Tables of Bond Values,” 
most generally used in “the Street” to-day. The varied uses of these 
indispensable tables are so clearly and thoroughly explained that even the 
uninitiated can hardly fail to appreciate their method and its application. 

The flotation of loans is considered under the title, “ Selling American 
Bonds in Europe.” Since the Pennsylvania Railroad and the New York, 
New Haven & Hartford Railroad have both recently placed large loans ia 
Europe with considerable success, the possiblities of this field have become 
more and more apparent. An enumeration of the banking institutions in 
many of the large financial centers, as well as the sentiments, prejudices 
and general attitude of the European investor toward our securities is the 
purpose of this contribution. 

Mr. George A. Hurd deals in a most instructive paper, with a class of 
bonds little known, as yet, in this country, viz., bonds secured by mort- 
gages on real estate. Although this form of obligation has been common 
in Europe for many years it remained for the Mortgage Bond Company of 
New York to introduce it to American investors a short time ago. ‘ihe 
author details the methods and conditions attending the issue of this type 
of bond and the varieties of mortgaged property which may be considered 
proper collateral for such issues. A small issue of these bonds is now in 
the hands of the public, and we are led to believe that a considerably larger 
issue is to be placed in the market when monetary conditions improve. 

The relative value of various sinking fund provisions,” for the retire- 
ment of issues of bonds, are considered, in their diverse lights and their 
relations to different classes of bonds, by Mr. C. M. Keys. The author, 
an able financial journalist, treats this wide and debatable subject in a 
manner which should command the attention of all persons interested in 
corporate issues. 

The organization of a bond department, its value to banking institu- 
tions, its regulation, the necessary qualifications of men employed in such 
departments and the requisite training and knowledge which determines 
their success, are subjects which are all ably treated by men of long 
experience in this branch of banking. 

Finally, various classes of bonds—railroad, electric railway, industrial, 
governinett, and mumicipal—are considered in relation to the fundamental 
features of their issue, their investment value, and their relation to 
corporation finance. 

From any poit.t of view, be it that of the investor, the student of 
finance, the accountant, or the active Wall Street man, a careful inspection 
of this scries of articles cannot fail to be a source of int-rest and 
enlightenment. Jouw Taytor Rosears 
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Conducted by ALEXANDER MCCLINCHIE, of the New York Bar. 

The purpose of this department is to present from month to month short, critical 
summaries of recent decisions, which affect accountants, and to furnish accurate 
information on legal questions. Inquiries from our readers will be welcome and 
will receive prompt attention. 





The Distinction Between a Guaranty of Payment and 
a Guaranty of Collection. 


To guarantee a bond or note is a very common practice among busi- 
ness men. Therefore, the distinction between a guaranty of payment and 
a guaranty of collection becomes important. If you are the guarantor it 
is advisable to guarantee collection. If, on the other hand you are the 
creditor, a guaranty of payment will save time, trouble, and money. 

The general rule, well established in regard to one who becomes the 
guarantor of the collection of a note, is, that in so doing he undertakes 
that the claim is collectible by due course of law, and the courts have 
interpreted this to mean that the guarantor only promises to pay when it 
is ascertained that the debt cannot be collected by suit prosecuted to 
judgment, and execution against the principal returned unsatisfied. The 
judgment must be recovered and the execution issued thereon returned 
unsatisfied in whole or in part, before any liability is fastened upon the 
guarantor. And this judgment must be recovered without any 
unnecessary delay. 

The creditor should prosecute the action with reasonable diligence, 
otherwise he cannot hold the guarantor liable. When the facts are 
undisputed, the question of what is reasonable diligence, is a question of 
law for the court. It was held in Craig v. Parkis, 40 N. Y., 181, that a 
delay of prosecution for six months after the debt had become due was 
not reasonable diligence, and discharged the guarantor. 

This rule has no exception. If the principal debtor is, and has been, 
from the time the right to bring suit against him has accrued, entirely and 
hopelessly insolvent, and with nothing out of which an execution could 
be collected, the rule is the same; the action must be prosecuted to judg- 
ment, execution issued, and returned unsatisfied with all due diligence. 
The creditor must do this vain, idle, and useless thing before he can bring 
an action against the guarantor, because the law, said to be the perfec- 
tion of human reasoning, so orders. In one case the plaintiff offered to 
prove that the principal debtors were hopelessly insolvent when the 
debt fell due, and had remained so up to the time the plaintiff sued the 
guarantor, and that nothing could have been collected from them at any 
time. These facts the plaintiff absolutely proved, but the evidence was 
objected to, and stricken out by order of the court. The plaintiff lost 
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his suit against the guarantor because he had not first brought an 
action against the insolvent and bankrupt principal. 

The reason the courts impose the duty of prosecuting the principal 
debtor with due diligence, is for the purpose of collecting the debt, if 
possible, out of the principal. If the action is delayed, an opportunity is 
lost, during which time the guarantor might have been protected. But 
to require a creditor to prosecute a bankrupt debtor, or one who is 
hopelessly insolvent, and with no property out of which to collect the 
debt, seems to be carrying the rule beyond the bounds of reason, or of 
necessity. Such, however, is the law, and to protect ourselves we must 
obey its dictates. 

The best plan is for the business man to get a guaranty of payment. 
Then if the debtor fails to pay, an action can be brought immediately 
against the guarantor. Both the principal debtor and the guarantor 
can be joined in one action. The guarantor has no time to get out 
of the way, and the creditor is saved time and expense. 





Decisions of Interest. 


BANKING.—In South Carolina on presentation of a check the bank 
refused payment on the ground that the maker of the check had ordered 
payment stopped because it had been obtained by fraud and without con- 


sideration. In an action by a bona fide holder for value it was held by the 
Court that it was not essential for the bank to accept the check in order 
to fix liability upon the bank and to entitle the holder to sue for non 
payment. The delivery of the check to the payee acted as an assignment 
of the funds in the bank. Therefore the drawer of the check could not 
stop payment when the check had passed into the hands of a bona fide 
holder for value. 

South Carolina, Illinois, and Texas are the only states which hold to 
this doctrine. The doctrine in the other states is as laid down in 
FioreNce Min. Co. vs. Brown, 124 U. S., 385, and reads as follows: 
“ A check upon a bank in the usual form, not accepted or certified by its 
cashiers to be good does not constitute a transfer of any money to the 
credit of the holder: it is simply an order which may be countermanded, 
and payment forbidden by the drawer, at any time before it is actually 
cashed. It does not of itself constitute an equitable assignment.” 





By a long line of decisions Virginia has established the doctrine that a 
trustee under a deed of trust to secure antecedent debts is a bona fide 
purchaser for value. The most recent decision along this line is that of 
TRUSTEES OF AMERICAN BANK OF ORANGE vs. McComs, 54 S. E. REp., 14. 
In this case the bank held a note made by McComb. Being insolvent the 
bank made an assignment of all its property, including the note, for the 
benefit of its creditors. The Trustees sued on the note and the defend- 
ant answered that the note had been altered. Plaintiffs replied that they 
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were holders in due course without notice of the alteration. The Court 
decided that the note was taken in the course of regular business and for 
value, and therefore the plaintiffs were bona fide holders for value. 

The State of Connecticut holds that trustees do not take negotiable 
notés as bona fide holders for value, and the states differ on the ques- 
tions of an antecedent debt being value. The law of each state must be 
examined on this point on account of the diversity of opinions. 





The Bank of Wyndmere received and paid a check drawn on the First 
National Bank of Lisbon. The signature was forged. It was paid finally 
by the First National Bank without discovering the forgery. The sup- 
posed maker of the check discovered the forgery and refused to allow the 
bank to charge it to him. The Bank of Wyndmere, which was the first 
to receive the check, refused to refund to the First National Bank of 
Lisbon and an action was begun for its recovery. The Court held that a 
drawee who pays by mistake a forged check may recover the sum paid 
unless the drawee had in some way misled the party receiving the money. 
This was a North Dakota decision. The general rule is that the drawee 
is bound to know the signature of the drawer and so cannot recover back 
money paid on a forged check. If the party who received the money on 
the forged check in any way contributed to the forgery, the money could 
be recovered. There is a tendency to limit the doctrine that a bank is 
supposed to know the signature of the drawer at its peril, as for example 
in Ohio it has been held that where the holder of a check has not made 
due inquiry as to its validity before taking it and the bank has the right 
to presume that such inquiry has been made the money may be recovered. 





News Items. 


Governor Hanly has appointed Harvey C. Cheney, of Lafayette, as 
executive accountant of Indiana. This position was created by the last 
Legislature and carries with it a salary of $2,500 a year. The relation of 
the executive accountant to the State institutions and State officers is 
much the same as that of the bank examiner to the banks of the State. 
Mr. Cheney formerly was auditor of Tippecanoe County, Indiana. 





The Public Utilities Commission of the Second Division of the State 
of New York is reported to be holding conferences with a view to 
arranging a uniform system of accounting for railroads under the 
supervision of the Commission. 
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C. P. A. Question Department. 


Conpuctep By Leo GreEeNDLINGER, B. C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time imprcve 
shortcomings. To solve, compare, and criticise C. P. A. problems, and thereby to aid in 
bringing about a uniform American standard for C. P. A. examinations, is the object of 
this department. With the aid of suggestions and criticism from the professional bretiren, 
it can undoubtedly be achieved. Inquiries will be cheerfully answered. 





The first of the two following problems has been submitted, with 
solution, to THe JouRNAL by Gustave Jacobsson, B. A., and is the fifth 
question in Practical Accounting set by the University of Illinois at the 
examination for certificate as C. P. A., May, 1906. The second is the sixth 
question in Practical Accounting set by the N. Y. State Board, June, 1900, 
and is solved at the request of subscribers of THE JoURNAL. 


QUESTION s. 


Two printing and stationery houses decide to combine their businesses 
for the purpose of reducing expenses. An accountant is called in to 
examine the books of each company and report upon the financial con- 
dition of each and also upon the past profits. Owing to the fact that 
corporation A has never separated its purchases as between its retail 
and its manufacturing department, he finds it impossible to prepare a 
combined profit and loss account showing the gross profit of the retail 
departments and the manufacturing departments of each company. The 
following statement, however, exhibits a summary of their combined 
trading accounts: 





er ee nT $372,000.00 
Cost of material in goods sold... $185,000.00 
Manufacturing labor ............ __ 64,000.00 249,000.00 
CE Ge ina seek wheal $123,000.00 
Less total expenses ............. ___ 93,000.00 
SR EE bh. hb 0a Kkuweaee exe $30,000.00 


The amalgamation is effected, and after carrying on the business for 
twelve months an inventory is taken and the books closed. It is found 
that instead of realizing a profit of $30,000.00, they have only made a 
profit of $14,000.00. 

An analysis of the various accounts, made by their accountant, showed 
the following summarized statement: 


RETAIL DEPARTMENT. 


EE sic ixtatdchsbarecatoces $176,000.00 
Less cost of merchandise ........ 119,000.00 
Gross profit retail department.... $57,000.00 
MANUFACTURING DEPARTMENT. 
Re ere eee $181,000.00 
Less cost of material 
in merchandise...... $64,000.00 
Less cost of manufac- 
turing labor ........ _ 63,000.00 $127,000.00 
Gross profits manufacturing 
PEE  ccasdnocseaen $54,000.00 
$111,000.00 
fF eer 97,000.00 
$14,000.00 
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As a basis of comparison with the former year’s results, the percent- 
ages of corporation B, in respect to their retail department and manu- 
facturing department, may be accepted as applying to the whole of that 
year’s results of the combined companies. These percentages were as 
follows: 

RETAIL DEPARTMENT. 








| I, Pee Re tS | I-75 bs JT er Ape en 100.0% 
eee: er ORS oo .  co dics sb nascdadesaubtesned 70.5% 
SE UU ho dkdcnkadeavenndudsdebuedweew ncccnnneou 29.57 
MANUFACTURING DEPARTMENT. 100.076 

SD inh skeen edh eek aseiadsnsadtsaehaewes tindnee 100.0% 
Cost of material in merchandise .................+4. 30.0% 
le PIERRE S ae PRE ne 35.5% 
65.5% 

NE IE oi chee ciel ebimeb anes diene 34.5% 


From the above information work out by percentages and show the 
causes affecting the reduction in profits from $30,000.00 to $14,000.00. 


CoM MENTS. 
By Mr. JAcopsson. 


A great thinker has said that a man can accomplish almost anything 
to which he directs his attention, providing he is possessed of the dual 
qualification of faith and hard work. 

The candidates who undertook to solve this unscientific problem needed 
an infinite quantity of faith and hard work. 

Percentages as a basis of comparison ought to be calculated on a given 
base, but here they relate to a statement of experience which does not 
work out at all, hence the explanation of discrepancy. 

It is a well known fact that the examiners, who are all practicing 
accountants, fall into the greatest temptation to draw upon their own 
professional experience for difficult problems. 

Our problem under review will defy the best accountants in practice to 
work out within the time iimit. 

It is all very well te test the candidate’s analytical ability, but the test 
must be scientific, fair, and square, and the examiners should not draw 
too freely on their professional experiences. 


QUESTION 6 (New York). 


The following trial balance is handed you, with the request that you 
prepare a revenue account and a balance-sheet: 


eS frre eer $20,000.00 
A B’s personal account ............. $1,000.00 

Bank of North America ............ 600.00 

ee RE ed Ce re 90.00 
Merchandise account ............... 8,600. 
ee EE ee oe ere 87.50 

I SI os Sa dig) cag) sais aia arn wi 6,400.00 

th PEE ivihes cucbdnocddseweend 4,000.00 
I IS oy Sis nin anda Rigbaes wow hide <td 1,350.00 

SE TID 5 Dace, 5 a: pucks diaid ok adhaw xnacaie 1,566.00 

GCOMOTEL GHBGMOED oo ccsccsccccnccese 1,860.00 

SED, niin tees dca rhaninched uses 1,000.00 

Accounts receivable ..............-. 8,000.00 

Accounts payable ...........eee0s- 10,00®@.00 
. . f¢ rer rere 3,446.50 





$34,000.00 $34,000.00 


If all the information required is not presented in this trial balance, 
supply what is wanting and submit the statements called for. 
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C. P. A. Question Department. 














SOLUTION. 
Statement of Profits and Losses of the firm of A, B,ason............ 190 
Inventory of Merchandise on hand...................0000. $15,000.00 
Less excess of Merchandise debit side... ...............45. 8,600.00 
TE RPE OREO SS Piao aa ee NR a WORE ee BF FP $6,400.00 
Losses 
NE RE 556 ici cekbaaeaeenes bo kaKdes $87.50 
PETE OD PPT ee 1,860.00 
er ws Back acs dchiG- Kwa cami badge a 4d 1,000.00 2,947.50 
ns a awe eek eek ae aa e.s $3,452.50 
Deduct debit balance of P. & L. Account.......... 3,440.50 
Net proGt for the Marte... 00. cerns ceccsees ___ $6.00 
BALANCE SHEET OF THE FIRM OF A, B, AS ON.......... 190. 
ASSETS: LIABILITIES: 
ee $90.00 | Notes Pay.. $4,000.00 
Cashin Bank 600.00 $690.00 || Acc’ts Pay. 10,000.00 $14,000.00 
ee 1,566.00 || Capital: 
Notes Rec... $6,400.00 Investment.$20,000.00 
Acc’ts Rec. . 8,000.00 14,400.00 || Net Profit.. 6.00 
Mdse. Inventory. .... 15,000.00 | $20,006.00 
Real Hetate.......... 1,350.00 || Less 


withdraw’s. 1,000.00 19,006.00 





$33,006.00 $33,006.00 








CoM MENTS. 


Any one familiar with C. P. A. examinations will agree with Mr. 
Jacobsson that examiners draw freely upon their experience for difficult 
problems, but there would be no great objection to the practice, provided 
they would present all the facts of the case, and provided, as stated in Mr. 
Jacobsson’s comments, that these facts were scientific and fair. In most 
of such cases, however, this is not so. 

The comparison of profits by means of percentages based upon selling 
prices is certainly unscientific. To quote Dawson on this subject: 

“In taking the selling price as the base, the profit is necessarily 
included therein—thus the base will vary with the profits, although the 
underlying motive of comparison by means of percentages is to reduce 
results to a common base.” 

This variation is, moreover, uncontrolled by any principle, being, in 
the case of a large proportion of profits, entirely disproportionate to the 
variation caused by a smaller rate of profits. As an instance, 10 per cent. 
of profit computed upon the cost price is equal to 9 1/11 per cent. when 
the same result is taken upon the selling price, but if 50 per cent. of profits 
on cost prices be computed on selling prices it will only show 33 1/3 per 
cent. Furthermore, as the selling price is composed of the cost price and 
the profit, the latter cannot exceed the selling price, from which it follows 
that a profit based upon selling prices cannot equal or exceed 100 per cent.; 
if the goods have cost anything at all. 
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That this is also in accord with economic principles is shown by the 
following extract from John Stuart Mill’s “ Political Economy”: “The 
capitalist, then, may be assumed to make all the advances and receive all 
the produce. His profit consists of the excess of the produce over the 
advances; his rate of profit is the rate which that excess bears to the 
amount advanced.” 

A State Board of Accountancy ought to present problems which 
should be scientific, and which could be solved according to rules, 
especially in a mathematical problem of this kind. 

The solution of this problem is not clear either, especially so as Mr. 
Jacobsson in his comments simply refers to the make-up of the problem, 
or to the framers of it, but fails to enlighten us on some of the results 
shown in the solution. In many instances one has to hunt all over the 
problem to verify a result, and in some cases it is impossible to verify the 
tinal showing at all, which is due to the lack of sufficient explanations in 
the comments. 

In the New York problem we are given a trial balance and asked to 
prepare a revenue account, etc. The nomenclature in this instance is not 
used well, as, according to Dicksee, a revenue account is prepared in non- 
trading concerns, while in trading concerns a profit and loss account 
takes the place of the revenue account. In this problem it is quite 
apparent that this is a pure and simple trading concern. Why then a 
revenue account? 

Another undesirable expression we find in this trial balance is Mer- 
chandise Account. If there is anybody at all of the professional brethren 
who ought to emphasize the importance of keeping the merchandise 
account subdivided and not agglomerating purchases, sales, returns, etc., 
it ought to be members of the State Board. By arranging the problems 
in the shape this one is prepared, bookkeeping and not accounting methods 
are encouraged. 

While this problem can be solved in different forms, the method used 
was adopted for the following reasons: 

Due to the agglomeration of the purchases and sales, etc., into one 
account, a statement of profits and losses will give clearer results than a 
profit and loss account. 

As the inventory is the chief item missing in the problem this was 
supplied, in order to complete the statement and make up the balance- 
sheet. The inventory had to be taken at random, as no method could be 
applied to find out what was the amount of merchandise on hand, for the 
reason mentioned above. 

The arrangement of the accounts in the balance-sheet follows the 
manner in which they would be realized and liquidated. 
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